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Introductory 

I 

T he purpose of this inquiry is to trace the growth of 
what is here called ‘The Progressive Principle in the 
British income-tax’. It will be best to begin by stating 
what is meant by this term ‘progressive principle*. ‘ Progres¬ 
sion’ itself simply indicates a method of taxation whereby th e 
tax rate rises more rapidly than the income. Hence the term 
‘progressive tax’. The^tundamental idea which underlies a 
progressive tax is that of distributing the burden so as to re¬ 
lieve lower-income groups at the expense of those better able 
to pay. Thus the term ‘progressive principle’ is used in a 
wide sense, including not merely the question of gradua¬ 
tion narrowly considered, but also a penumbra of distribu¬ 
tional ideas tending in the same direction and eventually 
maturing in the highly progressive income-tax as we know 
it today. 

We can distinguish three separate manifestations of the 
progressive principle in the modern income-tax. First of all, 
the present system is so designed as to exempt all incomes 
below a certain point (£135 under the Finance Act of 1950)/ 
Married couples are allowed a wider limit of exemption 
(£180); and further reliefs are available on account of chil¬ 
dren and dependants. Secondly, the different brackets of the 
remainder of income above the exemption limit are taxed at 
rising rates: thus the first £50 is charged at 35. ; the next £200 
at 6 s.; and the balance, if any, at a standard rate of 95. in the 
£. Incomes exceeding £2,000 are subject in addition to sur¬ 
tax which is levied at a graduated scale rising in thirteen 
steps, beginning at 25 . in the £ on incomes between £2,000- 
£2,500, and ending at the maximum rate of 105. 6 d . in the 
£ applicable to incomes of £50,000 or more. Finally, the 
present system makes taxpayers an allowance equivalent to 
one-fifth their earned incomes, but not exceeding £400. 
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ii 

The exemption of a specific amount of income from taxa¬ 
tion can be justified by the fact that there is a minimum 
which is essential to provide the necessaries of life, without 
which a man can neither live nor work. Plainly, human 
efficiency would greatly suffer if food, housing and clothing, 
and similar requirements were retrenched through the pay¬ 
ment of the tax bilk This practice finds justification also in 
the administrative fact that the cost of collecting the tax on 
lower incomes is high and is therefore not worth while. 

As we proceed we shall see that both these arguments were 
recognized by early generations of publicists and economists, 
though with less clarity perhaps than they are by us. In Mer¬ 
cantilist theories, at their zenith, the exemption of necessaries 
from taxation was justified by considerations of output. Their 
adherents aimed at a lower cost of production which would 
enable British producers to compete with foreign producers; 
low labour costs were therefore necessary, and these could 
not be maintained unless the wage-earner enjoyed some im¬ 
munity from taxation. Later, in the age of free trade, Mill 
defended the exemption limit on the ground that the sense of 
sacrifice and injury inflicted upon the taxpayer by taxing 
a minimum of subsistence would be far too great to be 
measurable and that the exemption ofa subsistence minimum 
was essential before a criterion of equality between taxpayers 
could be established. 

For similar reasons the modern income-tax makes allow¬ 
ances for wives, children, and other dependants. For if the 
taxpayer is to enjoy a subsistence minimum free of taxation, 
this minimum should include his family, and the legislators 
should take account of his responsibilities towards his de¬ 
pendants. Nor is this extension of the subsistence minimum a 
modern innovation; as we shall see later, the first Income- 
tax Act recognized these considerations and made moderate 
allowances for children. 


hi 

The second practice, that of graduating the tax rate on 
higher increments of income, is as old as the first in English 
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finance. It seems initially to have been based on a vague 
approximation to the present concept of the diminution of 
marginal utility of income increments; but it did not receive 
definite recognition in modern income-tax legislation until 
after the marginal theory had been fully developed. 

The present-day justification of graduation, which owes its 
existence to Professor Edgeworth and his school of thought, is 
the same as Mill’s justification of the exemption of a subsis¬ 
tence minimum. Edgeworth—as we shall see—accepted the 
view that the utility of successive income increments dimin¬ 
ished at a more rapid rate than that at which such incre¬ 
ments increased. He concluded that to inflict as equal and as 
little sacrifice as possible on the community at large, higher- 
income groups should be charged at a rate that would corre-, 
spond as far as possible with the diminution of the marginal 
utility of their income increments, provided incentive was 
safeguarded. Only then could equality of sacrifice and the« 
welfare of the community be achieved. His was thus a step, 
and a long step, forward as compared with Mill’s, who never 
approached the marginal theory except in its application to 
the limit of exemption. 

Two interesting facts will be noticed as we proceed to fol¬ 
low the realization of modern graduation. The first is that the 
adoption of this practice in modern fiscal legislation in this 
country was closely linked with parliamentary reform. Gradua¬ 
tion was generally condemned when it was discussed at the 
introduction of the income-tax, as aiming at an intolerable 
redistribution of wealth; one decade after the first reformed 
House assembled at Westminster, Gladstone, then Vice- 
president of the Board of Trade, was endeavouring to con¬ 
vince Peel that a graduated house-duty was better than a 
proportional income-tax. The House which assembled after 
the second Reform Act made a further step forward, though 
a timid one, when it revived an old system of abatements 
whereby all incomes above the limit of exemption and below 
a certain point were taxed according to a descending scale. 
Gradually, these two limits (of exemption and abatement) 
were extended until, at a later time, we find men arguing 
that they should be further extended as an alternative to 
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progressive graduation which was by that time widely advo¬ 
cated. One decade after the third instalment of parliamen¬ 
tary reform was completed, Harcourt introduced his scheme 
of what were regarded then as steeply graduated death-duties. ( 
Fifteen years later, graduation by means of supertax was 
introduced. 

The other fact is that this principle which is now a central 
feature of the English tax system was really due as much to 
the pressure of rapidly increasing public expenditure, as to 
the democratization of the House of Commons. Indeed, the 
whole idea of graduated taxation might well not have been so 
seriously considered in the first decade of the present century, 
had not public expenditure, especially on social services, risen 
so rapidly. Both these factors brought the question of gradua¬ 
tion to the forefront. A scientific justification for a graduated 
tax was established in the course of a scries of official inquiries 
into the tax policy of the country. The economists who gave 
evidence before these commissions provided a rationale for 
graduation, and the reports of the committees gradually con¬ 
vinced the legislature. 

There remains one point about graduation which should 
be mentioned at this stage. It is often convenient to dis¬ 
tinguish between the two forms of graduation, both of which 
played an important part in the development of the progres¬ 
sive principle. The first, and by far the earliest to receive 
recognition in income-tax legislation, is what has been called 
degressive graduation. It consists of a concession to lower in¬ 
comes of a reduced rate or rates below a certain standard 
rate. At present this degressive graduation is applicable in 
two steps to the initial £250 above the exemption limit, as has 
been mentioned above. As we shall see later, this practice is 
the development of an earlier one which aimed at relieving 
lower incomes, and procured this end by progressively lower¬ 
ing the exemption limit as the income rose, until the point 
was reached where no exemption was granted at all. This 
is the system of abatements which has just been alluded to 
above. 

Contrasted with this, is progressive graduation. Under this 
form, starting from a certain point, the rate of taxation rises 
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more rapidly than income. This is the form which is nowa¬ 
days followed in the surtax. 


IV 

The history of the third practice—differentiation between 
earned and unearned or investment income—is somewhat 
different from that of the others: the tax, as we shall see, was 
introduced first at a uniform rate on incomes of all kinds. 
Complaints were made against this uniformity; and a very 
lengthy controversy arose over it. Only after three parlia¬ 
mentary inquiries had been set up, and the question had 
been fully investigated and the case for a differential tax estab¬ 
lished, was the principle adopted. 

As we understand it now, differentiation derives its dis¬ 
tributional justification from the idea that recipients of earned 
incomes have greater needs to satisfy, as compared with 
those whose income is ‘permanent—the need to maintain 
their earning power and thereby meet future requirements, 
which the recipients of a ‘permanent 1 income do not really 
have to face. But this simple fact was discussed by nineteenth- 
century writers with a sophistry comparable only to that of 
later scholastic logic. It was opposed by numerous arguments 
all based, as we shall see, on one idea—namely, the denial of 
the fact that the nature or duration of income had any bear¬ 
ing on ability to pay, and the assertion that recipients of 
earned incomes had therefore no warrantable claim for special 
treatment: the State should not, and even if it wanted to, 
could not, make such incomes more durable or less capri¬ 
cious; it could not change their nature. It was long before the 
idea was admitted that the exaction of tax placed the re¬ 
cipients of such income in a more disadvantageous position 
as compared to that of taxpayers with permanent and secure 
incomes, and that this hardship created by the State should 
be alleviated by the State. 

Differentiation is also justified by another argument. The 
cost of acquiring earned income (especially its low and 
moderate ranges) is, generally speaking, higher than that of 
acquiring unearned] or investment income. Hence, first, the 
sacrifice consequent upon the payment of his tax liability by 
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an individual with an earned income is greater than the corre¬ 
sponding sacrifice of a man with investment income; secondly, 
there is greater tendency to prefer leisure to work, where the 
pressure of taxation makes it hardly worth while to earn more. 
The first conclusion, as will be seen later, was developed in 
the middle of the nineteenth century as an argument for 
a differential tax; but it was later relegated to the back¬ 
ground and increasing emphasis was laid on the argument 
from incentive which occupies a conspicuous place in modern 
economic thought. 

Despite this interrelation between the notion of incentive 
and that of sacrifice, there is a difference between the two. 
Like the previous argument concerning the taxpayer’s future 
requirements, the notion of sacrifice is strictly distributional, 
whereas the argument from incentive is purely economic. 
Plainly, however, this complex rationale does not warrant 
the exclusion of differentiation from the scope of the present 
inquiry. As we shall see later, the controversy over differen¬ 
tiation which culminated in the select committee of 1861, 
did much to clarify the distributional aspect of differentiation, 
and eventually led to a reconciliation between the economic 
and distributional aspects of this practice. 


v 

These are the three manifestations of the progressive prin¬ 
ciple which affect the distribution of the income-tax. They 
have this in common: all are based on considerations ol 
equity and welfare, and all are concerned with the size of in¬ 
come. This is true even of differentiation, which is primarily 
concerned with the source from which income is derived. Foi 
the present practice confines the differential treatment tc 
‘earned’ incomes not exceeding £2,000. As we shall see 
grave objections were raised against a differential income-ta* 
which did not take account of the size of income. It was con¬ 
tended that it was inequitable for instance to tax the widov 
with small permanent income, and with children to bring up 
at a higher rate than that applicable to high industrial oi 
commercial incomes. Only when objections of this nature 
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were met by confining the differential treatment to low and 
moderate earned income, did the case for differentiation 
carry conviction with the legislature. And this was no illogi¬ 
cal solution. For if we agree that differentiation in favour of 
taxpayers with earned incomes is intended to alleviate the 
pressure on this class, the argument for differentiation loses 
much of its weight in the case of high earned income, where 
future earning power and fulfilment of future requirements— 
which is the main distributional idea in the argument for 
differentiation—is hardly seriously affected. 

VI 

It will be as well also to indicate the scope and the limita¬ 
tions of this book. Clearly the principle we are studying can 
only be understood in the context of the various stages through 
which the tax system of the country has passed. This is so, 
not only because the discussions often referred to the tax' 
structure as a whole, but also because the transition from a 
system consisting wholly of commodity taxation to one in 
which direct taxation and especially the income-tax is an im¬ 
portant feature, is in itself, distributionally speaking, more 
progressive, or at least less regressive in character. For this 
reason, while our attention has been focused on the history 
of the three aspects of the progressive principle which have 
been mentioned, the changes which the whole tax st ructure 
had been undergoing"""were kept in sight. l 4 ut the wider 
chan ges have only been discussed as a background to ou r 
main composition . Other aspects of the development of 
the income-tax which have no progressive bearing have 
been deliberately excluded. This particularly applies to 
adminis trative developments in the machinery of the tax, 
which, interesting as they a re, lie outside the scope of th is 
essay. 

This inquiry takes the year 1688 as its starting-point, and 
traces the distributional features of the tax system throughout 
the latter part of the seventeenth and the whole of the eigh¬ 
teenth century, in an attempt to survey the historical back¬ 
ground to the introduction of the income-tax in 1799. After 
following chronologically all the various stages through which 
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the tax passed in the nineteenth century and the first two 
decades of the present one, it stops at the end of 1920, the 
year in which the full development of the progressive prin¬ 
ciple, as we have defined it at the head of this chapter, be¬ 
came a permanent part of English income-tax. 



CHAPTER II 


Theory and Practice of English Taxation 
between 1688 and 1799 


W hen the income-tax was first introduced into this 
country in 1799> x it already contained some pro¬ 
gressive features. It allowed complete exemption to , 
incomes below a certain level and a scries of gradually^d e- 
creasing abatements. Also it made allowance for children, life 
insurance, and in some cases for repairs of property. It is the 
purpose of this chapter to trace the dist ributional principle s 
of this tax in the ideas of English publicists and in English 





navy, the expenses o 


vice, were paid tor m aimv by indirect taxation. But when 
emergencies required extraordinary expenditure, r ecourse was. 
had to direct taxation. Devoting our attention to public 
income, we propose to make a survey first of indirect taxa¬ 
tion, and secondly, of the few direct taxes which were imposed 
for extraordinary purposes. In this connexion, attention will 
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be paid to contemporary literature and also to the new fiscal 
theories which, while they did not win immediate acceptance, 
foreshadowed future changes. 

ii 

To start with, taxation was looked upon as a public charge 
against the benefit derived from the protection of the State. 
According to Hobbes, taxes were *tnc wages due to them that 
hold the public sword’. 1 This benefit, however, varied accord¬ 
ing to the circumstances of every individual. While the poor 
enjoyed nothing besides the protection of their lives and some 
other basic social rights, the rich enjoyed, in addition to this 
minimum benefit, the protection of their property and the 
opportunity to increase their wealth. It followe d, therefore , 
that the citizens’ contribution should vary ‘according to the 
sliare and interest they haveTn Eublick Peace/ 2 And since 
this ‘interest was Identical with fheir ’Estate or Riches’, 
taxes were therefore to be imposed on all citizens according 
to their differing ability to pay after the minimum contribu¬ 
tion for the minimum share of protection, which everyone 
enjoyed, was made. 3 

In considering how this taxable capacity, or how the 
‘Estate or Riches 5 was to be measured, contemporary econo-^ 
mists drew a distinction between what they called ‘imagrn a- 
tive r and ‘real^kiches 7 . Thus, Petty maintained that ‘A man 
^actually and^truely rich, according to what h(T eatet h, 
drinketh, wcareth, or any other way really and actuall\L-c n- 
j oyeth; others are but potentially or imaginatively rich, who, 
t hough they havc^ower over muc h, make little use of it’. 4 
Similarly, Thomas Sheridan was an advocate of customs on 

1 Leviathan , pt, 2, chap, xxx (ed. Oakeshott, 1946), p, 226. 

1 Sir William Petty, A Treatise upon Taxes and Contributions (1662), chap, xv, 
p. 71. 

3 Petty laid special emphasis on the necessity of taxing the poor. Thus among 
the several reasons he suggested for what he termed 'The Causes of irregular 
Taxing’ he mentioned the ‘fallacious tenderness towards the poor (who now 
pay scarce t s, per head per ann. towards all manner of charges) interwoven with 
the cruelty of not providing them with work . . .* &c. See his Verbum Sapienti 
(ed, C. H. Hull, Cambridge, 1899), chap, vi, p. 114, The phrase in brackets 
is his. 

4 Treatise , p. 27; and see also p. 75. 
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luxuries, among which he particularly mentioned French 
wines, and of excise duties: 1 

The Excise ... if it be equally imposed, were the best and 
easiest of all taxes; To make it so, after the manner of Holland it 
ought to be laid upon all things ready to be consum’d. This puts 
it into the Power of every Man to pay more or less, as he resolves 
to live loosely or thriftly; by this course no Man pays but 
according to his Enjoyment or actual Riches . . . True Riches 
consisting in the use. 

Hence expenditure on consumpti on was considered th e 
criterion of the individuals’ wealth and consequently of his 
taxability; and an equal dlsiiib uiiun u f ta x at ion could bo 
procured, it was tnougnt, iTa minimum Contribution Ironfall 
citizens was s ecured by taxing certain necessaries, and i f 
heavy taxes were imposed on superfluities to secure an addi¬ 
t ional contribution trom the well-t o-do. t hus, customs duties 
were imposed on all imported merchandise, which consisted 
then for the most part of superfluities and luxuries. 2 They 
took the form of a tonnage on imported wine, and an ad 
valorem duty on other imported commodities which included 
tobacco, currants and raisins, woollen and other cloths, silks, 
linen, &c. Duties were also imposed on exports, but as Mer¬ 
cantilist views gained ground, 3 these duties gradually dimi¬ 
nished, except on exportation of raw materials 4 such as coal, 
leather, skin, lead, tin, and alum. 5 Excise duties were, on ti^ e 
other hand, imposed on a variety of articles consume d or 
produced in the c pprifT aad sakpw ne- 

gar, soap, tea and coffee, oil, dyed and raw silks^a nd silk lace, 
glas s- and earthen- and stoneware, gold and, silver w are, &c. 6 

1 T. Sheridan, A Discourse of the Rise and Power of Parliaments , of Laws , of 
Courts of Judicature , of Liberty , and Religion, of the Interest of England in reference to 
the Desines of France; of Taxes and of Trade , in a Letter from a Gentleman in the Country 
to a Member of Parliament (1677), pp. 174-5. 

2 William Kennedy, English Taxation, 1640-iygg (1913), pp. 13-14; and cf. 
Petty’s Treatise, chap, vi, pp. 36-37. 

3 Adam Smith, The Wealth of Nations (ed. Gannan), vol. ii, bk. v, chap, ii, 
P- 364- 

4 Sir John Sinclair, The History of Public Revenue of the British Empire (3rd ed., 
1803), ii. 360. 

s Stephen Dowell, A History of Taxation and Taxes in England (1884), ii. 7; 
and p. 59. Gf. also Petty’s Treatise , p. 36. 

6 Dowell, op. cit, ii. 11-36. 
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Granted its premisses, this theory of tax distribution is quite 
consistent. The most important objection is that which can 
be brought against the two assumptions on which it was 
founded; namely, that liability to taxation should be pro¬ 
portionate to protection received from the Stat e, and that 
expenditure is a fair criterion of wea lth and therefore of 
ability to na v. It is quite clear that State protection is an 
abstract notion which does not allow of exact measurement; 
or, if measurable at all, should be proportionate to the tax¬ 
payer’s wealth. It had already been pointed out by Mill that 
if State protection were to correspond to any of the indivi¬ 
dual’s circumstances, it would correspond to that of his bodily 
or mental weaknesses, or to his poverty rather than his wealth. 
For it is the impotent, the aged, and the poor, generally 
speaking, who would need that protection most, and who 
would suffer most if it were to be withdrawn. Logically, 
therefore, the tax burden should fall more heavily on this 
class—which is obviously ridiculous. 1 

The other assumption is equally questionable. For clearly, 
to relate wealth and therefore taxability to expenditure would 
necessarily lead to an e xemption of savings, the equ ity of 
which would be doubt ful. 2 

± 5 ut in fairness to the writers of this period, it should be 
added here, that although this was then the prevalent theory, 
it was not universally accepted. As early as 1659 W. W. 
Gent, for instance, maintained that ability to pay should be 
measured bylhe individual's surplus rather - than by his ex¬ 
penditure: ‘Out of that a man can save and lay Up 1 , he cbn J 
t ended, *hce ought to pay, and not out flf Ihht llCC hatn eaf en 
and drunk wherewith he elotheth lus tamily, he cannot pa y^ 
A few decades later this concept was more fully developed 

. . . Though some both Lawyers and Statesmen think it more 
equal, that the subjects should contribute to the Publick accord¬ 
ing to their Expenses, than their gains, and others of both sorts, 

1 J. S. Mill, Principles of Political Economy (cd. Ashley), bk. v. chap, ii, 

pp. 804-5. 

2 For a discussion of this controversial point se e Chaps. VII and VIII. 

3 Proposals to the Officers of the Army and City of London for Taking off all Excise 
Taxes and Customs (1659), pp. 5-6. 

4 The True Way of Taxing (1693), p. 1. 
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with better judgement, believe it indifferent, yet all agree that 
they ought to pay equally. Now this equality . . * consists not in 
an equal portion of the contribution . . , but in equal proportion 
betwixt the Burden and Profit; by which he that hath Five hun¬ 
dred Pounds per Annum, secured to him by the Government, 
shall bear five times as much of the Publick Burden, as he that has 
but One hundred. 

Thus already a new trend of thought was o bservable which 
favoured the substitution of direct for indirect taxation, and 
eV£htually l$d, after about two centuries, to the adoption of 
direct taxation o! income as a bermanehi hem In publfc 
revenue . 

in 

Indirect taxes, as pointed out, were employed for meeting 
the ordinary expenses of the State, but whenever emergencies 
required exceptional sources of revenue, direct taxes were im¬ 
posed. These, until 1688, comprised the poll- or capitation 
tax, a house-tax known as hearth-money, and the monthly 
assessment. The first of these taxes was a per capita fixed 
charge, directly imposed on the taxpayer with a prescribed 
standard of assessment. It varied according to his social rank, 
office, profession, condition of life, and possessions. 1 The 
second was an impost on all dwelling- and other houses, 
charged at the rate of 2 shillings on each hearth or stove 
which the building contained. People, who, because of their 
poverty, did not pay any poor- or church-rates, or who could 
prove that their annual income did not exceed 20 shillings, or 
that the value of their land, chattels &c., did not exceed £10, 
were exempted. The third, the monthly assessment, was in¬ 
troduced under the Commonwealth to replace the Tudor 
subsidies, and was intended to be a general income-tax, with 
a poundage rate as its standard of assessment, on an assumed 
income of 5 per cent, from various kinds of property whether 
real estate or personalty. 2 The total sum to be collected was 
specified in each Act, and the share which each local unit 

1 For a detailed description of this tax and its various rates which varied with 
the individual’s assumed income see Capt. J. Stevens, The Royal Treasury of 
England (2nd ed,, 1728), pp. 303-6. 

2 Dowell, op. cit. iii. 84. 
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had to contribute was fixed in advance. As a result, the tax 
turned into a kind of land-tax which it continued to be until 
the settlement of 1692. 

Three distributional features characterize these ‘direct’ 
taxes. In the first place, all thr ee taxes wptp intended fn tav 
people according to their ability to pay, as indicated by thei r 
assumed incom es. The various circumstances of the individual 
in the first, the size of his house in the second, and his pro¬ 
perty in the third, were all taken as indications of his income, 
and therefore of his ability to pay. Secondly, in all three taxes, 
the size of income was the only matter of importance; no 
regard ^was had to the source from which it was derive d. 
Thirdly, in assessing the tax, ‘equality’ was the maxim at 
which the century aimed, and equality meant a general con.- 
tribution at a flat rate on all property. A tax was considered 
equal when paid in a fixed~proportion, which did not vary 
from one taxpayer to another, and when it had a ‘neutral 
effect’ on the wealth distribution of various classes. ‘No taxes’, 
maintained Sheridan, ‘can be just or safe which are not 
equal’, 1 and equality to him meant ‘retrenching some part of 
their (the taxpayers’) expcnces’ which had to leave them 
relatively ‘as rich as they were before’. 2 Similarly, Petty held 
that *. . . if all suffer, none suffer, and all men would be no 
poorer than now they are if they should lose half of their 
Estate’; 3 or again ‘if the Estate of them all were halfed or 
doubled, would both remain equally rich’. 4 

It is important to point out here again that the foregoing 
concept of equality was widely, but not unanimously, ac¬ 
cepted. Here also, Gent maintained a different point of 
view from the popular one. Equality to him did not merely 
imply deducting bigger sums from larger possessions or 
higher incomes, according to a fixed poundage rate; it 
meant graduation: 5 ‘If a Gentleman of an hundred pound 
per annum’, he held, ‘pay one pound, another Gentleman 
having two hundred pound . . . may better spare and pay 
four pound, and two hundred pound pay four, then one thou- 


1 Op. cit., p. 148. 

3 Treatise y chap, ii, p. g. 
s Gent, op. cit., pp. 3-6. 


2 Ibid., p. 151. 

4 Ibid., chap, iii, p. 14. 
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sand pound must pay one hundred . . and ‘two thousand 
must and ought, in all justice and right, pay three hundred’. 
Apparently, this view was a corollary to the principle which 
he developed of measuring taxable capacity by the amount 
of the individual’s savings, and which seemed to lead him to 
a concept which in some respects anticipated the theory of 
marginal utility. 

Nevertheless, despite these differences between Gent and 
his contemporaries, there was one fundamental idea com¬ 
mon between them. Equality was conceived by both to mean 
a distribution of taxation which would inflict equal privation 
on all. This notion of equality clearly implied no social 
theory such as that of redistributing the national income. 
Also, on a point of detail, all were agreed about the desira¬ 
bility of allowances for personal circumstances, such as for 
a wife and children. 1 


IV 

Such was, in general, the tax system and the theory of dis¬ 
tribution underlying it, towards the beginning of the new 
political era. Let us now see how far the new generation con¬ 
tributed to the development of distributional concepts. To 
begin with, it should be recalled that the wars of the period" 
aggravated the difficulties which the Exchequer had been 
experiencing throughout the preceding decades in raising 
sufficient revenue. This problem gave rise to three important k 
new devices to help the Government out of their fiscal diffi¬ 
culties. These were the fo undation of a nat ional debt, secured \ 
by certain additional excise duties; the establishment of a 2 
national bank which advanced money to the government 
against certain annuities charged on tonnage and excise 
duties; and the introduction of new taxes, the most importantS 
of which was the land-tax . All three devices brought about 
further increases in taxation. 

But none of the new taxes was really original in principle. 
Indirect taxes were almost the same as in the preceding 
period. Customs duties lost their importance as a principal 

1 Sec, for example, Reasons Shewing the Absolute Necessity of Large and Speedy 
Supplies (1691), p. 11. Gf. also Petty's Treatise, p. 43. 
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tax because of the war restrictions which impeded the de¬ 
velopment of new duties, and reduced the yield of those then 
in force. 1 Excise duties, on the other hand, could have been 
more productive, had it not been for their unpopularity 
which made the Government nervous of extending them in 
the uncertain years following the Revolution. Soon after* 
stability was restored, however, the pressure on the Ex¬ 
chequer led to the imposition of some duties on commodities 
of general consumption or on their manufacture. Thus, duties _ 
were imposed on malt, candles, leather, breweries and dis¬ 
tilleries, spices and pepper, manufacture of paper, and news¬ 
papers and advertisements. 2 Similarly, customs duties were 
considerably increased. 3 

At this time, some improvements were introduced in two of f 
the direct taxes. For the poll-tax a limit of exemption was fixed 
with some kind of rudimentary graduated rates which began 
at is. quarterly, and rose to £i on owners of property worth 
£300 or more, as also on those keeping a coach and horses, 
those chargeable for a horse to the militia, civil and military 
officers and clergymen whose annual salaries amounted to 
£80. Owners of hackney- or stage-coaches were charged at 
the rate of .5 s. for each horse. The tax ceased towards the * 
close of the seventeenth century, but this served as a basis for 
a new tax which was introduced in the middle ofithe follow¬ 
ing century. 

The house-tax, on the other hand, was now charged at a 1 
basic rate of 2r. on all houses, with an addition of/pr. on those 
with 10-20 windows, and of 6 s. on those with 30 windows. 
Inhabitants of cottages, and the poor who were not charged 
with any church- or poor-rates, were once again exempt. Later 
the rates were changed so that all houses with 20-30 windows 
were charged at the rate of ior., and those with 30 or more, 
at the rate of 30^. 

A close examination of these improvements, however, shows 
that they can hardly be considered a doctrinal novelty. The 
exemption of the poor was in line with the old practice fol¬ 
lowed in the assessment for poor-rates, and the different cate¬ 
gories of rates in both taxes is only a nominal graduation; for 

1 Dowell, op. cit. ii. 59. 2 Ibid., pp. 67-84. 3 Loc. cit. 
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no evidence is available to show that they represented gradu¬ 
ally increasing poundage rates which corresponded to the 
size of income. Nevertheless, the new improvements were 
still an advance which made these taxes less regressive than 
their predecessors. 

The land-tax retained its most characteristic distributional 
feature, the flat poundage rate; but the method of enforce¬ 
ment did not ensure equality of incidence. Like the monthly 
assessment when first introduced, the land-tax was not in¬ 
tended to fall exclusively on land and to exempt other forms 
of property. According to the Act of 1692, all forms of pro¬ 
perty and income were included. In practice, however, per¬ 
sonalty ‘slipped out of assessment’ 1 and the yield of the tax 
gradually began to decline. To stop this, the traditional 
practice of fixing the total sum which each local unit had to 
contribute was once more adopted. This device, however, 
did nothing to deal with the evasion of movable property; it 
merely secured the collection of the tax quota from whatever 
kind of property the tax officers could easily reach, which in 
practice almost certainly meant immovable property and 
only a very small part of personalty. Further, this inequality 
was aggravated by three other factors, namely: (a) an arbit¬ 
rary clause in the Act requiring the land to be assessed ‘at 
least at double the sum at which the same (land) was assessed’ 
according to the previous Act, ( b ) the corruption of some of 
the Commissioners, 2 and (c) a discriminatory valuation of the 
land in different counties which was allegedly due to political 
bias. 3 The result was that the new valuation was in many 
respects inaccurate and fell with undue severity on the 
eastern counties, 4 Agreement on this is general among 

1 Dowell, op. cit. iii. 97. Cf. also the same in an anonymous pamphlet entitled 
A Letter from a Gentleman in the Country to his Friend in the City Touching upon Sii 
William Petty*s Posthumous Treatise entitled Verbum Sapienti , or the Method of Raising 
Taxes in the Most Equal Manner (1691). The pamphlet was intended to offer a 
new scheme for the equal taxation of realty as well as personalty. 

2 Sir Matthew Decker, quoted by R. M. Gamier, The History of the English 
Landed Interest (1908), ii. 169-70. See also E. Hughes, Studies in Administration 
and Finance (Manchester University Press, 1934, no. ccxxx), chap, v, p. 170, 
n. 700. 

3 Sir M. Decker quoted by Gamier, op. cit., p. 167. 

4 H. W. V. Temper ley, Cambridge Modern History , v. 265. 

C 


5480 



18 Theory and Practice of English Taxation 

contemporaries 1 as well as among modern writers who have 
dealt with taxation problems of this period. 2 

v 

Though there was little change in the actual taxes em¬ 
ployed in this period, contemporary theory was in advance 
of practice. In spite of the tenderness felt towards ‘ancestors’ 
principles’, 3 new theories of distribution were beginning to 
appear. To begin with, the doubts which had been expressed 
regarding the validity of measuring a man’s ability to pay 
by liis consumption, were gaining ground. According to John " 
Locke, excise duties fall ultimately on incomes from land. As 
a result, prices will rise not only by the amount of the actual 
tax, but also by the interest charged on that amount which 
middlemen will add with the turnover of the taxed com¬ 
modity. This will cause a rise in wages, including agricultural^ 
wages, which finally the farmer tenant will have to shift on to 
the landlord. 4 In conclusion, Locke writes: 5 

It is in vain in a Country whose great Fund is Land, to hope to 
lay the publick charge of the Government on any thing else, there 

1 Good examples of this can be seen in the evidence with which the following 
authorities provide us. Halifax, the most eminent statesman-financier of the late 
seventeenth century, described the inequality of the tax as ‘exorbitant and im¬ 
possible to be rectified’. ( Essay upon Taxes Calculated for the Present Juncture of 
Affairs in England, This pamphlet will be found as appendix xii to Parliamentary 
History , v, cxlx-cxx) . Walpole described it as the ‘most grevious and most unequal 
of all our taxes’. ( Letter from a Member of Parliament to his Friends in the Country, 
I 733 > P- IX.) See also Adam Smith, Wealth of Nations (ed. Cannan), bk. v, 
chap, ii, p. 260; and Sir John Sinclair, The History of Public Revenue of the British 
Empire (3rd cd., 1803), ii. 0 -g. 

2 See Dowell, op. cit. ii. 53; Gamier, op. cit., p. 167; N. A. Brisco, Economic 
Policy of Robert Walpole (New York, 1907), chap, iii, p. 85; and W. Cunningham, 
Growth of English Industry and Commerce (Cambridge, 1919), pt. i, pp. 430 and 605. 
On the widely different assessments in various parts of the country, see especially 
the recent paper of Prof. H. J. Habakkuk in the Economic History Review , vol. x 
( 1 94 °)* PP- 9 et scq. 

For the reason which the Assessors of the tax gave for that inequality, see a 
contemporary pamphlet entitled The Taxes Not Grievous, And therefore not a 
Reason for Unsafe Peace (1712), pp. 5 et seq. 

3 Halifax, op. cit., pp. cxix-cxx. 

4 Some Considerations of the Consequence of the Lowering of Interest and Raising the 
Value of Money (i6g2), p. gi. 

5 Ibid., pp. 95-96. Similarly, Halifax, op. cit., p. exxv; but especially John 
Hampden, Some Considerations . . . about the Most Proper Way of Raising Money in 
the Present Conjuncture (Parliamentary History , vol. v, appendix vi, pp. Ivi et seq.). 
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at last it will terminate. The Merchant (do what you can) will 
not bear it: the Labourer cannot, and therefore the Landlord 
must; and whether he were best do it, by laying it directly where 
it will at last settle, or by letting it come to him by the sinking of 
his Rents, which when they are once fallen . . , arc not easily 
raised again, let him consider. 

Even Charles Davenant, well known for his Tory sym¬ 
pathies, did not go as far as Petty or Sheridan. He objected 
to an over-great reliance on excise as a source of revenue 
because it would involve ‘a Multitude of Officers, peradven- 
ture dangerous to Liberty*. 1 He proposed instead a complex 
system of revenue drawn partly from a direct income-tax on 
the moneyed classes, partly from a land-tax, and partly from 
commodity taxes chiefly on luxuries. 

Similarly Sir Richard Temple, who condemned excise on 
various grounds, but especially because it caused undue rises 
in prices and consequent curtailment of consumption and 
trade, 2 maintained that taxation of ‘things wherein the 
people had no Benefit or Advantage* should be avoided, and 
that taxes should only be imposed on incomes from ‘Lands, 
Trade, and other gainful Professions*. 3 He recommended the 
revival of the old system of tenths and fifteenths which he 
preferred to other forms of taxation not only because such a 
method of taxation of income would charge the taxpayer-j 
according to his ability to pay, and the flat rate would dis¬ 
tribute the burden equally, but also because it would permit 
allowance to be made for depreciated property and personal 
liabilities. 

John Cary was even more explicit and progressive. He con¬ 
tended that savings and not expenditure should be taken as 
the criterion of ability to pay. Thus when comparing the 
rich man’s ability to bear the burden of excise, with the poor 
man’s, he wrote: 4 

A general Excise cannot do well ... for though a Rich Man 

1 Discourses on Publick Revenue and on the Trade of England (1698), pt, i, pp. 236-7. 

2 An Essay upon Taxes Calculated for the Present Juncture of Affairs in England 
(1693), pp* 10 ct seq. 

3 Ibid., p. 3. For similar arguments against excise duties see Daniel Defoe, An 
Essay upon Projects (1697), pp. vii-viii. 

4 J. Cary, An Essay on the State of England in Relation to its Trade , its Poor y and its 
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spends more on cxciscable things than a poor man doth, yet it is 
not his All, whereas the other’s Poverty gives him leave to lay up 
nothing , but ’tis as much as he can do to provide Necessaries for 
his Family out of all which he pays his Proportion. 

Similarly, another of Cary’s contemporaries wrote : 1 

There is many of the meaner People, Labourers and Mechanicks , 
that by their Expcnce . . . pay to the publick Taxes above one- 
tenth of their daily profit: As supposing that a labouring.man may 
earn Sixteen pounds a year, he will expend, though not very extra¬ 
ordinary profuse, one half of it in Drink and Tobacco, upon which, 
the Duty of Customs and Excise is, at least two pounds of the 
eight, which lie lays out in idle Expcnce. Now, it would be 
vehemently decried and exclaimed against, as the greatest Oppres¬ 
sion upon the Poor imaginable, if by a Poll or Land Tax , this man 
that vertually pays Fourty shillings , should actually, and over¬ 
board, pay so many pence by the year. 

While we may question the accuracy of this statement, the 
regressive nature of commodity taxes on lower-income groups 
is only too well demonstrated. 

Moreover, the old device of ‘retrenching one’s wealth’ 
according to a fixed proportional rate was found inconsistent 
with equality. Equality, according to the new school, was no ~ 
longer a mathematically rigid computation; it began to be 
conceived as a ‘moral equality’, with certain ‘qualifications 
and exemptions’. ‘The conditions of persons’, as Halifax put 
it, ‘limiting the sums, both for real and personal estates, 
below which they should be charged’, were factors which 
should be considered. It is clear that this suggestion, although 
ascribed by Halifax to earlier generations, yet differed from 
the old concept of equality in that the ‘qualifications and 
exceptions’ were not to be left to the discretion of the Com¬ 
missioners and Justices of the Peace, as a matter of detail, but 
were to affect the nature of tax assessment as a whole . 2 

Taxes (Bristol, 1695), p. 174. John Locke in a comment on this pamphlet wrote 
that it was ‘the best discourse I ever read on that subject\ See the Dictionary of 
National Biography and the authorities therein cited, vol. ill, p. 1153. 

1 Taxes No Charge : in a Letter from a Gentleman to a Person of Quality , shewing the 
Nature, Use, and Benefit of Taxes in this Kingdom; and Compared with the Impositions 
of Foreign Stales. Together with Improvements of Trade in Time of War (1690), 
pp. 10-1 1 . 

z Halifax, op. cit., p. exxi. See also the same view in a pamphlet by 
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These new views did not, as yet, produce any significant n 
results. Their only apparent outcome was to inspire an J 
attempt at substituting a general income-tax for the land-tax. J 
The proposed tax differed from the existing tax in two respects. 
The first was that of assessment. Hitherto the taxpayer’s 
property had been assessed instead of his income, and it was 
assumed to yield 5 per cent, on its capital value. It was now 4) 
proposed to int roduce direct assessment of income in place 
of this indirect method. Secondly, although the tax to be 
charged at a standard rate of 4J. in the pound, some rudi- ' 
mentary form of differentiation was suggested in respect of 
incomes derived trom certain specified sources. Various cate- 
gories of poor persons were to be exempted from the tax . 1 The 
suggestion, however, came to nothing, and the public re¬ 
venue continued to be derived from the old sources. 


VI 

None the less, efforts to revise the distributional basis on 
which the fiscal system rested were by no means ended. The 
controversies over the national debt and Walpole’s excise 
scheme, which fully occupied contemporaries during the ear¬ 
lier decades of the eighteenth century, are particularly in¬ 
structive in this connexion. Since, as has been seen, owners of 
personalty largely evaded the rising poundages of land-tax,—j 
the landed interest not unreasonably complained of unfair / 
treatment . 2 With the establishment of the national debt, J 
however, the situation became even more serious . 3 The high 
rate of interest paid on the debt, and the exemption of the 
large incomes of the moneyed men from taxation, spread the 1 
•feeling that ‘Moneyed Men and Useres, who are the Drones j 
of the Common-wealth’ were allowed to benefit ‘at the CosT 

A. Burnaby entitled, An Essay upon the Excising of Malt , as also the Present Case of 
Tallies Consider'd (1696), p. 11. 

1 Journals of the House of Commons , xiii (1701), 74.3. 

1 For the views of the landed gentry see Parliamentary History , v. 562 (Sir 
Charles Sidley’s statement); and vii. 459 et scq. (Mr, Aislabic). See also W. 
Wagstaff, The State and Condition of our Taxes; or a Proposal upon the Funds ,..(1716), 
pp. 6 et scq. 

3 Davcnant, op. cit., p. 202; and cf. E. L. Hargreaves, The National Debt (1930), 
pp. 14-15; and A. Hutchenson, A Collection of Treatises relating to the National Debt 
and Funds (1721), p. 9. 
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of the Landed Man, the Farmer, and the Industrious Mer¬ 
chant’. 1 This will especially appear to be the case if we recall 
the remarkably strong financial position of the small group 
of the shareholders of the three big companies (i.e. the Bank 
of England, the East India, and the South Sea Companies) 
which dominated the capital market and whose support was 
indispensable to the success of the Government’s financial 
transactions. 2 It was but natural, therefore, that the landed 
interest should strive to make the moneyed men contribute 
their fair share. 

The public, on the other hand, desired the taxation of this 
class for another reason. The debt’s annual charges were met 
out of taxes on articles of general consumption. It became 
increasingly clear that this system favoured the wealthy at 
the expense of the poor. In face of these complaints, the 
Government began to consider reducing the annual charges 
of the debt, cither by taxing incomes from public securities 
or by reducing the rate of interest. Both alternatives were 
naturally opposed by the capitalists. They took their stand on 
the theory that public loans were bound by the same rules as 
private contracts, the terms of which could not be changed 
by the unilateral action of either party. They also maintained 
that the conversion of the debt would shake the credit of the 
state to the prejudice of future loans. As against this the landed 
interest demanded that the moneyed class should demon¬ 
strate its willingness to bear its just share of the national 
burden. 3 The dispute between the moneyed and the landed 
interests eventually resulted in the Government reducing 
the rate of interest from 6 to 5 per cent, in 1714. Thus the 


1 Davenant, loc. cit. 

1 With regard to the Government’s reliance upon the assistance of these com¬ 
panies, first in financing the debt, and later on in providing the necessary facili¬ 
ties for its conversion, see Hargreaves, op. cit., pp. 10 and 23. The debates in 
Parliament show the alarm which the landed interest took at the powerful 
influence which the moneyed men exercised on the Government. See Parlia¬ 
mentary History , vii. 459 ct scq.; and cf. Miss L. S. Sutherland’s article on "Sam¬ 
son Gedeon and the Conversion of 1749-50’ in the Economic History Review 
(1946), vol. xvi, no. 1, pp. 20-24. 

3 Parliamentary History , vii. 459 et seq.; and see also A Letter to a Friend in which 
is shewn the Inviolable Nature of Public Securities, by a Lover of his Country (1717), 
pp. 17-28. 
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moneyed class came for the first time to contribute, though! 
indirectly, towards public expenses. 1 -1 

The controversy did not end here. Writers began to suggest 
further reductions in the rate of interest which would leave 
the Treasury a surplus for gradually reducing the principal 
of the debt. This idea gained popularity and led the Govern¬ 
ment to establish the sinking fund in 1717 and to make a 
further reduction in the rate of interest from 5 to 4 per cent._ 
Thenceforward, except in times of crisis, the reduction in the 
rate of interest was a recurrent feature of eighteenth-century 
finance and it was always justified by the distributional theory 
that the sufferers should be those who could bear it. 

But the reduction of the rate of interest did not lead to a 
tangible or immediate relief of the taxpayer. Taxes had to be' 
continued as before, since the surplus which resulted from the 
conversion was appropriated to the sinking fund. Further 
increase of the debt, although contracted at a lower rate of 
interest, made relief still more difficult. The only material- 
advantage which seemed to have been gained from the con¬ 
version was that it slowed down the rapid increase of the 
charges which would otherwise have taken place. But far 
more important than this, from a distributional aspect, was 
the decisive victory which the landed interest, as well as the 
masses, achieved in forcing the moneyed men to make their’" 
first important contribution in a form in the conditions of the 
time not very different from taxation, and in thereby estab-^ 
lishing a significant precedent in English finance. 


VII 

A second and no less important controversy is the one to 
which Walpole’s excise scheme gave rise. The inequality of 
the land-tax, together with certain political reasons, chiefly 
the importance of securing the support of the landed interest 
for the new Royal House, 2 urged upon the Government the 

1 In addition to the references cited above (p. 22 notes 2-3) see for the 
landed interest’s line of argument J. Drake, An Essay Concerning the Necessity of 
Equal Taxes (i702),p. 5; and J. J. Grellier, The Terms of All Loans (1799), intro¬ 
ductory part.' 

2 Brisco, op. cit., p. 87; and see also Dowell, op. cit. ii. 99. 
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reduction, if not the repeal, of the tax. But since the Ex¬ 
chequer was not in a position to risk any loss in revenue, some 
compensation had to be found for the relief afforded to the 
landed interest. It was not possible to procure this by means 
of imposing new duties on home-produced articles of con¬ 
sumption, since the War of the Spanish Succession, with its 
fiscal aftermath, scarcely left anything untaxed which was, 
in the eyes of contemporaries, taxable. Nor could the diffi¬ 
culty be overcome by the imposition of customs duties, since 
these were incompatible with Walpole’s intended revision 
of the tariff. The only alternatives open to the Government 
were, first to improve the administrative method of collecting 
the taxes already in force, and then to reintroduce old duties 
in case the first measure did not secure enough revenue. 1 

In pursuance of this policy Walpole improved the ware¬ 
housing system of tea and coffee, and secured thereby a con¬ 
siderable compensation for the Exchequer. 2 Next, he revived 
the salt duty. According to some writers the revival of this 
duty illustrates contemporary distributional theory. The prin¬ 
ciple of tax diffusion, which was an inheritance of the seven¬ 
teenth century, was, it is held, still in existence at that time. 
The land-tax, being confined to the landed interest, was 
thought unequal, and the salt duty, because of its diffused 
effects, was therefore substituted for it. 3 But evidently this 
line of argument takes no account of the fact that the duty 
had been repealed on two previous occasions on distribu¬ 
tional grounds, the second time by Walpole himself only two 


1 Cf. The Reply of a Member of Parliament to the Mayor of his Corporation (1733), 
pp. 14 and 20; and also An Appeal to the Landholders Concerning the Reasonableness 
and General Benefit of an Excise upon Tobacco and Wine (1733), PP- 4 anc ^ 14 * 

1 Dowell, op. cit. ii. 98. 

3 Kennedy, English Taxation, pp. 101-5. Apparently this view is based on the 
statements which Walpole and some of his supporters made in the Commons tc 
defend the revival of the duty. (See Parliamentary History , viii. 943-5 and 951.) 
The same argument will also be found in A Letter to a Freeholder on the Ixite Reduc¬ 
tion of the Land Tax, by a Member of the House of Commons (1733), pp. 5-7 and 
25-29; and Stirling Taylor, Robert Walpole and his Age (1931), chap, xii, pp. 27c 
et seq. For the refutation of the distributional argument which Walpole em¬ 
ployed to justify the revival of the duty, see Walter Plumer’s speech in th< 
Commons (Parliamentary History, viii. 946-8). Sir John Sinclair’s evidence con¬ 
firms the view maintained in the text. See his History of Public Revenue, ii. 27-28 
But see especially Brisco, op. cit., p. 99. 
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years before this revival. The real justification of the step lay 
not in the distribution of the tax, but in the fact that it offered 
a considerable revenue and that, being a relatively small in¬ 
direct tax, it would not be severely felt by the people. 1 More¬ 
over, it was familiar and would not arouse such an outcry as 
a new tax. 2 3 

The final attempt in pursuance of this policy was Walpole’s 
notorious excise scheme. The success that was achieved by 
improving the method of collection of the duties on tea, coffee, 
and cocoa, persuaded Walpole to extend his scheme so as to 
include wine and tobacco, and to substitute for the customs 
on these commodities 'inland duties’ (as the excise was then 
called), avoiding thereby the great fraud and corruption which 
were costing the Treasury the loss of considerable revenue.^ 
Clearly, the extension of the scheme did not imply an in¬ 
crease of duties, nor did it infringe the old principle of exempt¬ 
ing necessaries. In fact, the principle that indirect taxation 
should always fall on luxuries and superfluities was agreed 
by the Government and the Opposition alike. 4 

None the less, three different interests worked together to 
obstruct the scheme. Firstly, there were the masses who op~« 
posed it owing to the unpleasant and oppressive association 
which the idea of excise had had for them from the beginning. 5 . 
The scheme was presented by its opponents as an introduc¬ 
tory step to a wider project which aimed at taxing the 
necessaries of the poor. The popular case was supported by a 


1 Parliamentary History , viii. 944; Some Considerations Concerning the Publick Funds y 
the Public Revenue , and the Annual Supplies Granted by Parliament . . . (1735), pp. 56- 
57. This pamphlet is attributed to Sir R, Walpole. 

2 Brisco, op. cit., p. 100; and see also W. Coxe, Memoirs of the Life and Ad• 
ministration of Sir Robert Walpole (1798), vol. i, chap. 41, p. 377. 

3 Coxe’s evidence in this connexion is valuable. He tells us that a committee 
of inquiry reported the loss of a third of the tobacco duties through fraudulent 
practices. Op. cit. i. 381; and cf. also Stirling Taylor, op. cit., p. 277. 

4 Some General Considerations Concerning the Alteration and Improvement of Public 
Revenue (1733), pp. 6-7 and 16; A Review of the Excise Scheme . . . (1733), pp. 18 
et seq.; The Viner and Tobacconist's Advocate (1733), pp. 6-9; A Word to the Free¬ 
holders and Burgesses of Great Britain (1733), p. 23; and The Rise and Fall of the late 
Projected Excise (1733), p. 12. 

j 5 Cf. Prof. R. Turner’s article in the A merican History Review , vol. xxu T an. 
/i qi6, pp . 317-18, and the authorities therein cited; Ltowell, op. citTu. 103-4; 
and E. Hughes, op. cit., pp. 117, 120-9, an< ^ , 7 I * 
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distributional argument: ‘Excise are Poll-Taxes upon the 
Consumers, raised without distinction of Ranks, or Abilities, 
at an immoderate and unnecessary Expense.’ 1 Secondly, 
there was the commercial interest. This opposition com¬ 
prised, on the one hand, the group of s mugglers whom the 
scheme would deprive of an enormous illegitimate income, 
and, on the other hand, the manufacture rs who, like the 
masses, understood the scheme as the beginning of a wider 
plan for a general excise which would raise the cost of pro¬ 
duction. This, in turn, would weaken their position against 
the competition of foreign manufacturers who produced 
under more favourable conditions. Their view-point was thus 
purely commercial. Finally, there was the Opposition in the 
House who, prejudiced against Walpole for various political 
reasons, 2 added to these objections constitutional arguments* 
of their own and vehemently obstructed the scheme, ulti¬ 
mately compelling the Government to drop it. 3 

Although Walpole’s failure to carry his scheme was unfor¬ 
tunate from an administrative point of view and disadvanta¬ 
geous to the Exchequer, its distributional significance lay in 
the fact that it revealed how popular was the principle of 
exempting the necessaries of the poor. It showed that even 
the mere suspicion, unjustified though it was, that the Govern¬ 
ment intended to use their scheme of improving the adminis¬ 
tration of the duties on certain luxuries (i.e. wine and tobacco) 
as a step towards taxing necessaries, was strong enough to 
wreck a genuine administrative reform. 4 

1 A Review of the Excise Scheme , p. 22. 

2 For the most detailed contemporary account of the political bias which 
underlay the opposition to the scheme see Some Material Towards Memoirs of the 
Reign of George //, by John> Lord Harvey (ed. R. Sidgewick, 1931), i. 132 et seq. 

3 For the best modern account of this controversy see Prof. R. Turner’s 
article in The English Historical Review , no. clxv, Jan. 1927, pp. 34 et seq., where 
an excellent bibliography of contemporary literature will be found. 

4 Ibid., p. 35. The defeat of the scheme was celebrated like a great national 
victory with bonfires and the burning of effigies. Cockades were sported bearing 
the caption ‘Liberty, Property, and no Excise’. Oxford, in the opinion of Wal¬ 
pole’s biographer, showed more pleasure than was decent: ‘The University of 
Oxford gave into the same folly, and carried their rejoicing to a most indecent 
excess. The gownmen joined and encouraged the mob, jacobitical cries 
resounded through the town, and three days passed in this disgraceful manner 
before the Chancellor and Proctors could restore tranquility.’ Op. cit. i. 404, 
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The foregoing brief survey of these two controversies makes 
it clear that the distributional issue played an important part 
in both of them and that each of them bore some fruit The 
first, with its consequent reduction of the moneyed men’s 
income, made this class bear a not unreasonable share of the 
contribution towards public expenses which so far had been 
borne mainly by the masses and the landed interest* In the 
second, the suspicion that the landed interest were trying to 
shift their burden on to other classes aroused the fear that the 
poor would suffer, and this fear did much to frustrate the 
attempt. They were made therefore to continue their con¬ 
tribution towards public revenue. If we judge by results, we 
must admit that of the two, the controversy over the national 
debt was more useful. The excise dispute only served to 
prevent the shifting of part of the burden from the landed 
interest on to other classes. This attempt, whatever were Wal¬ 
pole’s motives in making it, had some justification consider¬ 
ing the accumulation of new wealth from trade and industry 
in the eighteenth century. The debate on the national debt 
was both more realistic and more fruitful than this. It com¬ 
pelled the moneyed men to make a contribution which they 
had never made before. 


VIII 

The pressure which the Exchequer experienced as a result 
of the wars of 1739 and 1756, and the rising expenditure on 
various items of the Civil List marked the beginning of a new 
trend in English fiscal policy. The necessity for new supplies 
put the Government into endless perplexity; for the War of the 
Spanish Succession, as has been said, had exhausted all the 
sources of revenue then known. All articles of luxury and 
many others of general consumption were already taxed, and, 
indeed, on some, duties were not infrequently increased. 1 
Beyond that the Government could not go, for the fate of 
Walpole’s excise scheme showed how keenly the public was 


1 This applies particularly to beer, cider, perry, and other beverages. Duties 
were also increased on raisins, spices, snuff, and pepper, and new duties were 
imposed on candles, leather, soap, and hops, as also on cards, dice, almanacs, 
and on licenses for sale of wine and beer. See Dowell, op. cit. ii. 67-84. 
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conscious of inequalities in tax distribution. New means had 
to be found which would both meet the Government’s urgent 
needs and correspond with the ability of various classes to pay. 

Eventually, and after exhausting all measures for increas¬ 
ing public revenue (for example, the increase of duties on salt, 
wine, and vinegar, and manufacture of glass), 1 Pelham re¬ 
sorted to an old device which thenceforth continued to be 
a principal source of revenue, until it was finally replaced by 
direct taxation of income. This was the window tax supple¬ 
mented by the duty on carriages. 

The first tax was already known, as we have seen, but 
owing to the fact that people evaded it by blocking up their 
windows, its yield had seriously decreased. 2 Pelham, recast¬ 
ing the tax and changing its rates, revived it at a basic rate of 
4 s. on all houses with io or more windows, and an addition 
of 6 d. on those containing 10-14 windows, g d. on those with 
15 ““ T 9 windows, and is. on those with 20 windows or more. 
The other tax was imposed only on pleasure carriages of 
specific kinds, at the rate of £2 on two-wheeled carriages 
and £4 on four-wheeled ones. This tax, however, was not of 
unlimited application, since no person was to pay for more 
than four four-wheeled carriages unless kept for business. 

The revival of these duties in itself may not indicate the 
appearance of a new fiscal trend; but the subsequent imposi¬ 
tion of duties similar to that on carriages (for example, those 
on plate, horses, dogs, stage-coaches, men and women ser¬ 
vants, travelling by road) makes it clear that this method of 
taxation was gaining favour. To this conclusion contem¬ 
porary literature gives full support. Lord Karnes, for instance, 
who adhered to the maxim that ‘every man ought to con¬ 
tribute to the public revenue, not in proportion to his sub¬ 
sistence, but to his ability’, 3 following the theory then in 
vogue, rejected direct assessment of income which must be 
arbitrary, as it seemed. Instead he recommended assessed 
taxes, asserting that ‘Taxes on coaches and on plate are paid 

1 Against these increases, Pelham dropped his proposed taxation of sugar, 
and also considerably reduced the tea duty. See Dowell, op. cit. ii. 115-17. 

2 Dowell, op. cit. iii. 195. 

3 Sketches of the History of Man (Edinburgh, 1774), vol. i, bk. ii, p. 459. 
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by men of fortune, without loading the industrious poor and 
on that account are excellent’. 1 Moreover, he suggested, as . 
a remedy for the existing distributional inequality, the im¬ 
position of 'very heavy taxes’ on the rich, corresponding to 
their ability to pay as revealed by some outward evidence of 
their income, such as the windows of their mansions or the 
areas of their private parks. In concluding this argument 
Lord Kames propounded the following question: 2 

Would it not contribute greatly to the public good, that a tax 
of £50 should be laid on every house that has 50 window's; £150 
on houses of 100 windows; and £400 on houses of 200 windows? 
By the same principle every deer-park of 200 acres ought to pay 
£5°; of 5°o acres £200; and of 1,000 acres £600. * . . 

Josiah Tucker advocated the same method of taxation, and * 
upheld the principle that taxes should be imposed on ‘Articles j 
of Luxury, Vice or Extravagance’. 3 Accordingly, he approved 
the taxation of coaches, which he described as ‘an excellent 
and publick-spirited Act of the Legislature’, since it laid the 
‘Burthen where it ought always to be laid, viz. upon the 
Luxuries, the Ornaments, and Refinements of Living’. 4 

Indeed, even an economist like Sir James Stuart, who was 
a steady adherent of the orthodox school which advocated 
indirect taxation, cautiously agreed to this method of‘direct’ 
taxation, provided that duties were ‘imposed upon posses¬ 
sions which produce a visible annual revenue clear to the 
proprietor’. 5 He approvingly pronounced this method similar 

1 Ibid., p, 377. 

2 Ibid., pp. 476-7. It is interesting to know that Lord Kames even dallied 
with the idea of redistributional taxation in order to alleviate the inequalities 
of wealth: ‘Because many vices that poison a nation arise from inequality of 
fortune, I propose ... to remedy that inequality ... by relieving the poor, and 
burdening the rich. Heavy taxes are lightly born by men of overgrown estates? 
(Op. cit., p. 30.) But although he was far ahead of many of his contemporaries 
in this respect, he was nevertheless a firm believer in assessed taxes which he 
regarded as a means to more equitable distribution. 

3 A Brief Essay on the Advantages and Disadvantages which Respectively Attend 
France and England with Regard to Trade (1748), p. 123. 

4 Ibid., p, 132; and cf. also Clark (W. E.), Josiah Tucker , Economist (New 
York, 1903), chap, vii, pp. 198-212. 

5 An Inquiry into the Principles of Political Economy (1767), ii. 519. For the refu¬ 
tation of Stuart’s advocacy of indirect taxes in general and an explicit exposition 
of the theory of assessed taxes see also Thomas Mortimer, The Elements of 
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to the French dixiemes and vingtiemes , ‘where the whole amount 
of the person’s income is taken upon proper proof and taxed 
in proportion to it’. 1 

Thus, apart from their fiscal purpose, the assessed taxes 
were intended to procure a juster relation between the con¬ 
tribution made by the masses towards public expenditure 
and that of the well-to-do. But being imposed on limited, 
items of expenditure, these taxes fell short of being a far- 
reaching distributional measure. Hence a new expedient 
was still needed which would fit in with the prevailing idea 
that a man should be taxed according to his circumstances 
and which would also bring a good return. Sir Matthew 
Decker’s scheme answered these requirements, and part of it 
was adopted by North during the American War of Inde¬ 
pendence. This scheme is of interest to us because it paved 
the way for future legislation. 

IX 

It will be remembered that the seventeenth century had 
generally accepted expenditure as a fair criterion for rneasur-' 
ing taxability. Towards the close of the century some theorists 
began to show doubts about the validity of this criterion.^ 
During the next few decades feeling against the excise grew 
more and more intense. This, and the pressing necessities of 
the time, led the legislature to devise a special kind of com¬ 
modity taxation which was intended to realize a dual object, 
in the sense that it provided the Exchequer with a new 
source of revenue, and also restored a form of equilibrium of 
tax distribution between the rich and the poor. Decker’s pro¬ 
ject was a further step forward: he suggested the measuring 
of taxability partly by expenditure, as revealed by a man’s 
house rent, and partly by direct assessment of income. Sum¬ 
ming up his plan in general terms, he said that it aimed at 

Commerce, Politics , and Finance in Three Treatises on those important Subjects , Designed 
as a Supplement to the Education of the British Youth after they quit the Public Universities 
or Private Academies (1772), pp. 345, 442, 445-6, 450-3, and 459-61, 

1 Op. cit., p. 519; and see also M. Postlethwayt, The Universal Dictionary of 
Trade and Commerce (4th cd., 1774), Remarks on the article of Duties (no page 
number); David Hume, ‘Essay of Taxes’ in his Essays Moral , Political, and Literary 
(cd. Green and Grose, 1675), i. 358. Cf. Kennedy, op. cit., pp. 130-3. 
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imposing 'but one single Excise Duty over all Great Britain, 
and that upon Houses’* 1 Its application was to be as follows: 
excluding the houses of the poor whose annual income was 
below £50 a year. Decker suggested the imposition of a tax 
averaging jfio a year on the rest whose number he put at 
600,000. The tax was to range between a minimum of £5 
payable by those whose income was just above the exemption 
limit, and was to rise gradually until it reached the maxi¬ 
mum of £100 payable by those whose rent amounted to £200 
or more, or whose annual income to £1,000 or more. It 
should be observed that the fixing of minimum and maxi¬ 
mum points fell considerably short of graduation, since the 
relation between the tax rate and the taxpayer’s rent or in¬ 
come was maintained constant between those points. 

The significant thing about this scheme is the fact that it 
gave more importance to inr.om p —when this was ascertain¬ 
able— than to rent as a means of assessing a man’s ability to 
pay. This is evident from the fact that whenever there was 
doubt as to which provided the more reliable index to taxa¬ 
bility, income was given preference over rent. Rent, in oth er 
words, was no more than a partial indication which shou ld 
be r ectified by better evidence. It seems that Decker, realizing 
the inadequacies of the old system, would have favoured 
taxation of income by direct assessment, but that he was 
unable to shake off the old orthodoxy completely and so sug¬ 
gested this compromise. 


.x 

By the publication of Adam Smith’s Wealth of Nations , a 
powerful boost was given to the new theory of tax distribution 
which treated outward circumstances, especially rent, as the 
best index to taxability. Primarily Adam Smith accepted 
the orthodox standpoint that taxes are a charge against the 

1 Serious Considerations on the Several High Duties which the Nation in General as 
well as Trade in Particular Labour under with a Proposal for Preventing the Removing of 
Goods > Discharging the Trade from any Search , and raising all Publick Supplies by one 
Single Tax (6th ed., 1748), p. 17. For the favourable reception with which this 
pamphlet was met by the London press sec the Gentleman's Magazine , xiii (1743), 
653; and for other contemporary comment see W. Horsley, Serious Considerations 
on the High Duties Examin'd , Address'd to Sir Matthew Decker (1744). See also 
pp. 38-39 below. 
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p rotection provided by the State. This quite naturally led him 
to accept two of its corollaries. The first was that ‘all different j 
members' of society s hould contribute towards public ex¬ 
penses—all three branches of national income, ‘Rent, Profits 
and Wages’, should be taxed indifferently. 1 The other was 
that because the advantages which taxpayers reape d under 
t his protec tion v aried, and their ability to pay accordingly 
varied,Their c ontribution s should therefore be in proport ion 
to their ability to pay: 2 'in the observance or neglect of this 
maxim consists what is called the equality or inequality of 
taxation.’ 3 

There the agreement between Adam Smith and the ortho¬ 
dox theory ceased. In the first place he did not take for 
granted what the orthodox theory always maintained, that 
indirect taxation makes for equality. On the contrary; long 
before the publication of the Wealth of Nations he rejected con¬ 
sumption as a criterion of taxability. ‘The consumptions of 
the people’, he asserted, ‘are not always according to what 
they possess’, and taxation of expenditure, therefore, whatever 
administrative advantages it may have, has ‘evidently in it 
an inequality’. 4 Likewise, his Wealth of Nations regarded the^ 
practical ‘impossibility of taxing the people in proportion to 1 
their revenue’, 5 as the chief reason why the State principally 
relied on indirect taxation. Indirect taxes were, according to 
Adam Smith, an unavoidable substitute for an ideal tax 
which would distribute the burden according to ability. They 
were preferred simply because they yielded a considerable 
revenue to the Government which it might not be easy to 
find in any other way. 6 But as with Decker, his divergence 
from the orthodox line of analysis did not carry him far 
enough to advocate direct assessment which he considered 
impracticable. 7 

In this connexion, his discussion of the taxation of profits is 
particularly interesting. He considered profit as one of the 

1 Wealth of Nations (cd. Cannon), vol. ii, bk. v, chap, i, p. 310. 

1 Ibid., pp. 300 and 310. 3 Ibid., p. 310. 

4 Lectures on Justice , Police, Revenue, and Arms (ed. Cannan, Oxford, 1896), 
p. 240. 

5 Op. cit. ii. 354. 

7 Cf. Kennedy, op. cit., pp. 124-6. 


6 Loc. cit. 
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most private of an individual’s circumstances, especially the 
profits of business men, which could only be known either by 
means of an intolerable inquisition, or by means of‘loose,. or 
more or less arbitrary estimation’, which would certainly lead 
to ‘continual and endless vexation’. Moreover, because pro¬ 
fit varied from time to time, its assessment would require con¬ 
stant revision which would result in further administrative 
difficulties and expenses as well as further vexation to the 
public. The same argument appears in his discussion o f capi¬ 
tation-ta xes proportionate ‘to the fortune or revenue of each 
contributor’. Clearly these objections were not ones of prin¬ 
ciple. They were practical, and concerned the mechanism of 
tax collection; and he evidently did not realize how largely 
they could be met by administrative improvements, even in 
the course of two generations. 

So, while disliking indirect taxation, Adam Smith hesitated 
to propose direct assessment, and lent his support instead to 
the house-tax which was a compromise between the two. 
Discussing the incidence of the tax rather than its method 
of collection, he held that it fell ultimately on the ground 
landlord and the tenant since the investor in building could 
always take his investments elsewhere. Landlords and tenants 
would share it in proportion as either was in a position to 
shift the burden on to the other. 

Its incidence on the tenant, he held, varied according to 
his circumstances. Premissing that the rich man’s expenditure 
on the vanities and on the extravagant decorations of his 
‘magnificent house’, was relatively higher than that of the 
poor man’s, who usually spent the greater part of his income 
on his victuals, he concluded that a tax on rent would fall 
‘heaviest’ on the rich—heaviest in the sense that it would 
be more in proportion to the taxpayer’s income. Without 
entering into the details of this discussion which falls outside 
this inquiry, it is important to observe that under the influence 
of the old orthodoxy, Adam Smith regarded this ‘heaviest’ 
taxation of the rich as an ‘inequality’. But conscious of the^ 
shortcomings of that orthodoxy he held that ‘it is not very 
unreasonable that the rich should contribute to the public ex¬ 
pence, not only in proportion to their revenue, but something 

6480 D 
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more than in that proportion’* 1 It seems hardly possible to 
read this passage in the Wealth of Nations , and hold with 
Seligman that ‘this sentence did not lead him to demand 
progressive taxation at all’, and that ‘it must be regarded as a 
mere incidental remark’. 2 

Indeed, Adam Smith’s opinion on this point might have 
been a ‘mere incidental remark’, had he not deviated farther 
from the orthodox maxims in discussing the incidence on the 
landowner. He held that, since the area of land was limited,” 
it was the landowner who enjoyed a monopolist’s opportunity 
over the tenant. He thus extracted the greatest rent which* 
could be got for the use of his ground. 3 It followed, then, that 
that portion of the tax which fell on the ground rent was fin¬ 
ally paid by the landowner. According to the orthodox school, 
this sort of income, being no different from other incomes, 
should be treated on the same basis as the others; but accord¬ 
ing to Adam Smith, it was ‘a still more proper subject of taxa¬ 
tion than’ that of the tenant. In his explanation he showed a 
surprising awareness of progressive ideas, which did not 
differ materially from those of today. He asserted that such 
incomes did not accrue from ‘any care or attention’ on the 
part of the landowner. It resulted, in fact, from the ‘good 
government of the state’ and its many services, without 
which society, in its present form with its rights and duties, 
could not survive, and without which, consequently, no pro¬ 
perty and no income could exist. Or, in modern parlance,* 
it was unearned income and, as such, it ought in equity to 
make an additional contribution to the needs of the State. 
Besides this, Adam Smith supported his case by another argu¬ 
ment of an economic character. Since this income was the 
outcome of the present social system, and not the landowner’s 
care or attention, its taxation, however heavy it might be, 
would have no bad effects on any sort of industry. It would- 
reduce neither the output of the community at large, nor 
that of the landowner. The case being such, Adam Smith came 


1 Wealth of Nations , p. 307-^ _ 

2 E. R. A. Seligman, Progressive Taxation (New York, 1908), p. 165. Against 
this view see Sir J. Stamp, The Fundamental Principles of Taxation in the Light of 
Modern Developments (2nd ed., 1936), p. 39. 

3 Wealth of Nations , p. 328, 
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to the conclusion that incomes from land were ‘the species of 
revenue which can best bear to have a peculiar tax imposed 
upon them’. 1 Of course we are not inferring from this that he 
was advocating graduated taxation; but although he was not 
in favour of graduation as such, he evidently favoured dif¬ 
ferentiation which, as we have argued above, is in reality 
another manifestation of the progressive principle. 

But as an economist mainly concerned with production, he 
distinguished between ground rent and agricultural rent. 
While the owner of the former owed his income altogether to 
the ‘good government of the sovereign’, the recipient of the 
latter owed his partly to this, and partly to his effort to im¬ 
prove his land. The former’s income therefore seemed ‘in this 
respect, a more proper subject of peculiar taxation’, 2 than the 
latter’s. 


XI 

The effect of these views on Parliament is manifest in several 
instances. In 1778 the house-tax was intr oduced, by which 
annual rent was adopted as a criterion of ability to pay in- 
stead of the number of hearths or windows. In introducing 
this tax, Lord North admitted the difficulty of imposing any 
tax that would be entirely equitable and of ascertaining the 
individual’s real ability to pay. However, he declared that 
‘ the taxes on coaches, on servants, and on houses were pro per, 
and eligible, as they were visible sig ns of ability to. pay them’ 
and recognized that rent of inhabited houses was a better 
criterion of ability than the extent of the house front, or the 
number of its chimneys, which did not ‘afford a just estimate 
of the value of the house’. 3 Accordingly, the tax was passed, 
at the rate of 6 d. in the £ on those whose annual rent did not 
amount to £50, and at is. in the £ on those whose rent was 
£50 or more. 

In the same year also a tax was imposed on ‘the salaries, 
fees, and perquisities of all offices under the Grown’, 4 with 
the exception of incomes from certain offices, and of those 
which did not amount to £200. 

1 Wealth of Nations , p. 328, * Ibid., p. 329. 

3 Parliamentary History , xix. 872. 4 Ibid., p. 873. 
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But the new theory of assessed taxes (as the house-tax, the 
window tax, and the taxes on horses, dogs, &c., were then 
termed) did not gain definite recognition as a principal source 
of revenue until Pitt’s well-known Commutation scheme found 
its way into the statute-book. 1 As early as 1745 the illicit trade 
in tea, caused by the high duties imposed on this commodity, 
had attracted the Government’s attention, and in that year a 
select committee was appointed to investigate the matter. 2 
Upon their recommendation, the duties on tea were sub¬ 
stantially reduced and the revenue consequently increased by 
some £315,000 a year. 3 In subsequent years, however, the 
success of this policy was gradually forgotten and the duties 
became so high that smuggling became more widespread than 
ever before. 4 Resolved to put an end to this state of affairs, 
Pitt suggested the reduction of the duties from 119 per cent, 
to I2§ per cent., and in order to make up for the loss of re¬ 
venue he further suggested a graduated increase of the tax on 
inhabited houses already subject to the window and house- 
duties. Plainly this measure was in complete accordance with 
the distributional theory which was then gaining ground. Fox 
apart from its administrative advantages, this scheme was 
directed to the relief of the general consumer at the expense 
of the well-to-do. But the scheme nevertheless encountered a 
not inconsiderable opposition partly from Fox and his sup¬ 
porters and partly from those whose interests would be 
directly affected by the measure, and a wide controversy 
arose similar to that provoked by Walpole’s excise scheme 
Owing, however, to the general popularity of Pitt’s proposal; 
and to the support of the commercial classes in the City, the 
Opposition was beaten and Pitt secured the passage of his Bil 

1 24 Geo. Ill, c. 38. 2 Journals of the House of Commons , xxv. 57. 

3 Sir John Sinclair, op. cit. ii. 386—97; and for earlier evidence see Decker 

op. cit., pp. 7 et seq; and Sir Richard Cox, The Present State of His Majesty 
Revenue Compared with that of some Late Tear(s) (1762), pp. 7 ct seq. 

4 Pitt told the House that while no more than 5^ million lb. were legitimately 
sold by the East India Company, *it appeared from good authority, that ther 
were consumed annually in this kingdom from 12 to 13 million lb.; so that th- 
illicit trade in this article was more than double the legal trade’. (Parliamenlar 
History , xxiv. 1008). See also Stanhope’s Life of William Pitt (1879), vol. i, p. 17c 
where the number of smugglers was said to be in the neighbourhood of 40,00c 
For further details see Sinclair, loc, cit.; and J. H. Rose, William Pill an 
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through the Commons by the substantial majority of 143 to 
40 votes. 1 

Most of Pitt’s other peace taxes were on the same lines: 
taxes were imposed on saddle-, carriage-, and racehorses; on 
the manufacture of plate; on hats, perfumery, and hair pow¬ 
ders; on women servants and sportsmen; on guns and pistols; 
and on entertainments (playhouses, operas, &c). He also re¬ 
modelled the taxes already introduced by North on men ser¬ 
vants and carriages, according to a graduated scale. True, a 
number of these taxes were short-lived, and some were even 
repealed by Pitt himself. Their importance, however, does' 
not lie in their success or failure as producers of revenue, but 
in the new distributional policy which they represented. 

Moreover, the distributional theory which these assessed 
taxes implied was not peculiar to Pitt; even his opponents 
were convinced of its expediency. Statements such as this of 
Fox’s were quite normally made on the Opposition side of the 
House in the course of budgetary debates: 2 

Much had been said about taxing bachelors. The great objec¬ 
tion to that measure arose from the difficulty there was in making 
it an equal tax, as it was the height of absurdity to tax a day- 
labourer in the same way as a man of fortune. Therefore, if there 
could be any mode devised, by which a tax could be proportioned 
to the fortune or property of individuals, in the same way that the 
servant-tax, the window-tax, and several other taxes, which all 
went on one general principle were framed, in his opinion no tax 
could be more fair or more productive. 

Or those of Sheridan’s: 3 

... to lay down a principle of taxation as fit to be adopted in an 
arbitrary country, taxes should be imposed as indirectly as pos-~j 
sible, and the giving alarm of men’s feelings ought to be most 
seriously avoided. Exactly the reverse should be the case in a free 
country; the taxes there ought to be direct and open. The subject, 
when he paid any of them, should know that he paid a tax. sL 

National Revival (1911), chap, viii, pp. 182 ct seq, Gf. also the report of a parlia¬ 
mentary inquiry on this question in Parliamentary Register (1784), xiv. 158-62. 

1 Parliamentary History , xxiv. 1354. 

2 Ibid. xxv. 570. 

3 Ibid. xxiv. 104. 
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XII 

While the seventeenth-century orthodox school, now main¬ 
ly represented by Sir James Stuart, was giving ground to the 
theory of assessed taxes as advocated by Lord Karnes, Decker, 
Tucker, and Adam Smith, still another distributional doctrine 
was appearing which was soon to establish itself as one of the 
fundamental tenets of Radicalism. This was the doctrine of 
direct assessment of incomes on a graduated scale* 

It has been pointed out that this theory was already known 
in the latter part of the seventeenth century; and Gent and 
Cary were mentioned as two of its earlier exponents. In the 
eighteenth century it received further support from other 
more influential writers. There was, for instance, a pamphlet 
by Francis Fauquier (a contemporary financier, and Gover¬ 
nor General ol Virginia and a son of a director of the Bank of 
England) which appeared in 1756 and bore its author’s ini¬ 
tials. 1 In that edition Fauquier hardly made any material 
contribution. He only disputed some statistical data in 
Decker’s pamphlet in connexion with the latter’s proposed 
house-tax. In the second and subsequent editions Fauquier 
annexed a postscript to his Essay which contained a plan 
attributed to an anonymous writer, and which, as it will 
appear presently, represented a further development of the 
theory of distribution. 

This new plan took ‘visible estate’ as its standard by which 
to measure the individual’s income, and suggested a direct 
tax with graduated rates which varied from £ per cent, and 
i per cent, on married men with children, and bachelors, re¬ 
spectively, whose annual income did not exceed £50, to 4 per 
cent, on the first group and 8 per cent, on the second, where 
the annual income was £10,000 or more. 2 This was to be 
effected by direct assessment. For the taxation of farmers, rent 
and servants were proposed as an index to their incomes. 
People occupied in other trades whose income could not be 
accurately estimated, the scheme vaguely left to be assessed 

1 An Essay on Ways and Means of raising Money for the Present War withoui 
increasing the Public Debts t by F. F. Other editions bore the writer's full names 
Reference here is to the 3rd edition (1757). 

2 Ibid., p. 49. 
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by ‘some Means to be found over to put them on the Footing 
of Farmers’. 1 Thus, the scheme, with its principle of gradua¬ 
tion and the allowances it made for a wife and children, can" 
be said to be the first of its kind in the period, and in its basic 
features, was the nearest that this generation devised to the 
present direct taxation of income. 

Although Fauquier’s own contribution fell far behind that 
of the anonymous financier, an incidental suggestion which 
he made in introducing the scheme completed it. He pro¬ 
posed the exemption of a small amount of the income to meet 
expenditure on necessaries, which the scheme seemed to have 
overlooked. ‘Every Man should pay according to the over¬ 
plus of his Fortune’, he wrote, ‘after the necessary Demands 
are discharged.’ 2 It is uncertain whether Fauquier’s sugges¬ 
tion was prompted by commercial views or by social and 
economic considerations. Whichever it may have been, a 
limit of exemption was an important feature in the plan. 

XIII 

Almost two decades after the second edition of Fauquier’s 
pamphlet appeared, the idea of a graduated income-tax was 
further advanced by a better-known writer. This was Dr. 
William Paley, whose grasp of the distributional concepts far 
excelled that of his contemporaries. In fact his emphasis of 
the effects of tax distribution on the country’s general welfare 
virtually anticipated modern theory. Paley pointed out that 
taxation in itself would not diminish national income quanti¬ 
tatively, since what would be taken in taxation would 
naturally be returned to the community at large by public ex¬ 
penditure. Nevertheless, he argued that the manner in which 
taxes were distributed and public revenue was spent was parti¬ 
cularly significant in shaping future individual activities; ‘and- 
the balance will remain on the wrong or the right side of the 
account according as the money passed by taxation from the 
industrious to the idle, from the many to the few, from those 
who want to those who abound, or in a contrary direction’. 3 

1 Loc. cit. 2 Loc. cit. 

3 William Paley, The Principles of Moral and Political Philosophy (ist ed., 1785), 
bk. v, chap, xi, pp. 621-2. 
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A community, for instance, consisting of nine families all liv¬ 
ing on bare subsistence can neither maintain an extra family 
nor spare anything for one of them to live lavishly, except by 
curtailing their own expenditure on necessaries, and thus re¬ 
ducing their standard of living below the subsistence mini¬ 
mum, as a result of which national productivity must suffer. 
Obviously the obnoxious repercussions of such a redistribu¬ 
tional policy cannot be defended by the contention that 
national income would suffer no diminution since the 
transfer of incomes was effected within the same community. 
‘The mischief is done by deranging the distribution’, and the 
maintenance of an additional family in the one case, or the 
expenditure on luxuries by one in the other, is no ‘rccom- 
pence to the country for the ruin of the nine others’. 1 And yet 
this fallacy seemed the only defence of the then existing state 
of affairs, which although not precisely the same, was quite 
analogous to the case in this example. 

Paley then goes on to outline a taxational policy more con¬ 
sistent with the general good. With an unmistakably Utili¬ 
tarian tone he states the first principle which should guide the 
legislature in distributing the burden of taxation: taxation, he 
points out, should be so designed as ‘to give the least possible 
obstruction to those means of subsistence by which the mass 
of the community are actually maintained’. 2 This necessarily 
implies the exemption of expenditure on necessaries, and in 
the case of Hirect taxation, the exemption of a subsistenc e 
minimum . Hence it follows that taxation should always fall 
on and be proportionate to the surplus of the taxpayer’s in¬ 
come after all his necessary requirements arc met. Since, 
however, a proportional rate is incompatible with the first 
principle, it is essential that taxation shall be imposed at pro¬ 
gressively rising rates which alone can ensure equality of the 
burden on all taxpayers: 3 

We are accustomed to an opinion that a tax to be just, ought 
to be accurately proportional to the circumstances of the persons 
who pay it. But upon what, it may be asked, is this opinion 

1 William Paley, The Principles of Moral and Political Philosophy (ist ed., 
1785), bk. v, chap xi, p, 624, and also p. 626. 

1 Ibid., p. 626. 3 Ibid,, pp. 626-7. 
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founded; unless it could be shown that such a proportion inter¬ 
feres least with the general conveniency of subsistence: whereas I 
should rather believe, that a tax constructed with a view to that 
conveniency, ought to rise upon the different classes of the com¬ 
munity, in a much higher ratio than the simple proportion of 
their incomes. The point to be regarded is not what men have, but 
what they can spare. 

But a direct income-tax alone, no matter how steeply 
graduated, would not be enough to meet the steadily increas¬ 
ing requirements of the State. Paley accordingly suggested a' 
multifarious tax system in which account was to be taken not 
of individual taxes, but of the tax structure in its entirety. 

Modern as it was, Paley’s approach to the theory of tax 
distribution fell short of that of Adam Smith in one important 
respect. Practicability which weighed so heavily with the lat¬ 
ter seemed not to worry Paley. Doubtless this was why his 
views had no practical influence on contemporary statesmen 
and financiers. But if Paley failed with contemporaries, his 
views were taken up and vigorously championed by nine¬ 
teenth-century Radicals, and in this way, eventually received 
recognition. 1 

But the Utilitarianism which led Paley to advocate a gradu¬ 
ated income-tax, led Bentham to a different conclusion. Ben- 
tham saw in the maxim which prescribed that taxation ‘ought 
to be equally divided among all citizens in proportion to their 
faculties’, contradiction, impracticability, and tyranny all 
combined. 2 He favoured a progressive redistributional policy" 
to be effected through a radical refor m of the eschea t laws. 
This was the view which was to be elaborated later on by 
J. S. Mill as will be seen in the following chapters. ^ 

XIV 

While, however, the eighteenth-century Utilitarians were 
divided on this question of a progressive tax, Radicals were, 
on the other hand, universally agreed that it constituted an 

1 See Chap. IV, p. 77 below. 

2 This is a phrase in an article in the French Declaration of Rights which was 
the subject of Bcntham’s comments in his pamphlet Anarchical Fallacies; being an 
Examination of the Declaration of Rights issued during the French Revolution. (Bentham’s 
Works, ed. Bowring, 1843, vol, ii, p. 518.) 
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essential part of their teaching, so much so that Thomas 
Paine’s Rights of Man , which contained a positive, though in 
some respects defective, plan for a graduated income-tax, 
gained such a wide popularity that it was finally adopted by 
the Constitutional Society as a kind of Magna Carta, 1 2 
Briefly put, Paine’s argument in advocating ‘progressive taxa¬ 
tion’ was this: that if taxation of luxuries which was avowedly 
favoured by the legislature, was to be taken as implying taxa¬ 
tion according to means (obviously a legitimate inference), 
and that it were admitted that successive increments of wealth 
would satisfy less essential requirements, then the case for a 
tax gradually rising with the size of income was established.^ 
Of course Paine’s graduated scheme can be criticized in 
more than one respect. For one thing, being confined to in¬ 
come from real estate, its equitability seems highly debatable; 
for another, being so high as to rise to total confiscation at a 
certain point, its practicability seems highly questionable. 
But these and many other objections which may rightly be 
raised against it, as indeed against all plans of graduated taxa¬ 
tion offered by Paine’s predecessors and successors alike, do 
not obscure the one important fact that progressive taxation 
was gaining in popularity towards the close of the eighteenth 
century, and that Paine’s plan gave expression to it. This 
change was indeed a natural corollary to the spread of demo¬ 
cratic ideas which men like John Wilkes, Christopher Wyvill, 
Thomas Hardy, Horne Tooke, and above all, Major Cart¬ 
wright, were zealously propagating. It was, after all, the age 
of the French Revolution. But despite this popularity, the 
reform had still some 120 years to wait before it was admitted 
at Westminster. 


xv 

So, when the French Wars broke out, Pitt’s first instinct 
was to fall back on assessed taxes. In 1793 he made perma¬ 
nent the temporary increase in these taxes already introduced 
in 1790. When this did not suffice, another increase was added 

1 C. R. B. Kent, The English Radicals , p. in ; quoted by J. West, A History oj 
the Chartist Movement (1920), p. 20. 

2 T. Paine, Rights of Man (Everyman's cd., 1944), pp- 259 et scq. 
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in 1796, to be followed later by a still further increase. Mean¬ 
while, a great number of articles of general consumption were, 
repeatedly taxed, such as tea, sugar, tobacco, spirits and 
wines, bricks, tiles, slate, and glass. 1 In 1798, however, when 
his choice lay between further increasing the taxation on" 
articles of general consumption or further augmenting the 
burden on outward signs of opulence, he found an outlet in 
what was known as the triple ass essment. Under this 
scheme taxpayers liable to assessed taxes were divided into 
two main classes. The first comprised those who were su bject 

t njhrf* jpVphltpd firmer duty , the winrfrvm t-av -and in Hypo-n n 

d ogs, clocks, watches, &c. These had their tax bill increased 
as follows: from 25 per cent, to 100 per cent, of their old 
assessment where this was between £\ and £7. 10 s. The scale 
then ascended by four steps (each of £2. ioj.), and the duty 
gradually increased until it reached the maximum of three 
times the old assessment where this did not amount to £25. 
On the other hand, the second class, those keeping a taxable 
e stablishment (i.e. men servants, carriage s, horses. &.c.V~lrad 
th eir taxliabilitv inTreaseiTat a flat rate of thre e times their 
old tax bill. Where the old tax bill was £25 or more, both 
classes were treated identically. Here the old assessment was 
increased on an ascending scale of four steps as follows: 

£25 and under the new tax bill was times the old bill; 

£30 » £^y » » 4 » » 5 

yy yy 4 ^ >> » * 

£50 and more, „ „ 5 » »» 

A children’s allowance of £10 for each child under twenty- 
one, and of £20 if the number of children was ten or more, 
was also made; and where the taxpayer chose to make a re¬ 
turn of his income verified by oath, he was entitled to com¬ 
plete exemption where the income was under £60 a year, and 
where it was between £60 and £ 200, he was entitled to allevia¬ 
tion according to a special system of abatements, whereby 
tax liability decreased according to a descending scale. 

This was the culmination of the application of the theory 
on which the assessed taxes were based. That this method oi 

1 For a comprehensive description of Pitt’s fiscal measures in this period see 
Dowell, op. cit. ii. 201-15. 
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taxation had obvious shortcomings seemed now to be an ad¬ 
mitted fact. Six months after the triple assessment was 
introduced, Pitt admitted that the proportion of the tax¬ 
payer’s contribution ‘fixed upon the scale of the assessed taxes’ 
was ‘unequal in its application, and liable to great evasion in 
practice’, 1 Yet that system, it was still thought, was not with¬ 
out its advantages, ‘I felt it my duty,’ added Pitt, ‘convinced 
as I was of the system, to adopt some visible criterion by 
which to estimate and regulate the extent of contribution. . .. 
I felt it materially important to follow some durable, some 
apparent and sensible criterion by which to apportion the 
burthen.’ 2 But six months of its application were enough to 
show clearly that that mode of taxation could not provide the 
necessary revenue which the exigencies of the war required. 
AsaYfcwJk, recourse had to be made to direct assessment, and 
thus the first income-tax was introduced. 

But even apart from exigencies of war finance the theory of 
assessed taxes could hardly have survived much longer. For 
no matter how progressive in character the assessed taxes 
might individually have been, they were by their nature im- 
posts on specific kinds of expenditure, and as such their y ield 
was bound to be lim ited. This explains why despite all their 
distributional merits, and all the opposition to them, the ex¬ 
cise duties still continued to hold their place as first choice in 
the list of revenue-producing taxes. Indeed, excise duties 
which had provided James II with more revenue than any 
other single branch of his tax system, were still by far the 
greatest source of revenue in the reign of George III—the 
only difference being the absence of certain necessaries from 
the list of excised articles, and the presence of the assessed 
taxes, in the latter reign. 3 Hence any serious attempt to revise 
the tax system radically with a view to procuring some sort 
of equilibrium between the taxation of the general consumer 

1 Parliamentary History , xxxiv. 4. 2 Loc. cit. 

3 The average annual revenue in James ITs reign was just over £2 million. 
Of this sum £610,486 was yielded by excise and £609,126 by customs duties. 
In 1787 the revenue stood at over £15^ million. To this sum excise contributed 
£6,151,727 and customs £3,789,274. Assessed taxes together with some miscel¬ 
laneous items contributed £1,803,755. (Sinclair, op. cit, ii, 154; and Hughes, 
op. cit., p. 119, n, 646.) 
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and that of the well-to-do, would have to wait for a new fiscal 
device dependent on direct assessment of income. Even at 
their zenith, the assessed taxes did not succeed in covering 
the whole of luxury expenditure, so that, apart from neglect¬ 
ing savings, they were an inadequate measure of men’s relative 
ability to pay. Sooner or later a direct income-tax was in¬ 
evitable. 



CHAPTER III 


Pitt’s Income-tax 

I 

T he failure of the triple assessment which has been 
described in the preceding chapter forced Pitt to adopt 
direct assessment of income, and thus the first income- 
tax came into being. 

Its introduction marks the beginning of a new era in Eng-_ 
lish tax policy. Income became the recognized measure of the 
taxpayer’s contribution, and direct assessment now replaced 
the old orthodox method of judging ability to pay by his 
expenditure and outward circumstances. 

The tax came into force at the beginning of 1799, 1 and was 
granted—at the rate of 2 s. in the £ on all incomes of £200 or 
over—until the conclusion of peace; it thus remained in force 
until the Peace of Amiens, when it was repealed. 2 When 
hostilities were resumed, however, Addington reintroduced 
the tax in 1803 3 in a substantially new form at ij. in the £ 
which was increased by Pitt in 1805 to 15^. in the £ + In the 
following year Lord Henry Petty restored the original rate of 
2 s. in the £, 5 at the same time modifying the tax in certain 
details, and in that form it continued until it was finally re¬ 
pealed in 1816. 


11 

Although Pitt’s income-tax was imposed throughout Great 
Britain at a fiat rate of 2 s. in the £ on all kinds of income 
amounting to £ 200 aycar or more, incomes between £200 and 
£60 were taxed according to what may be termed a degressive 
scale. The individual’s tax liability was reckoned according to- 
gradually descending rates varying from £18. is. 9on in¬ 
comes of £199, to 10 s. on those of £60 a year. Those below 


1 38 Geo. Ill, c. 13. 

3 43 Geo. Ill, c. 122. 
5 46 Geo. Ill, c. 65. 


2 42 Geo. Ill, c. 42. 
4 45 Geo. Ill, c. 15. 
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£60 a year were completely exempt. Allowances were made - 
for d ependent ch ildren, varying according to the size of in¬ 
come and the age of the child, and a further deduction was 
allowed on account of life i nsurance premiums. These deduc¬ 
tions were general ancT besiefe these, Tft£Te were particular 
deductions which will be described shortly. 

Taxpayers were assessed under four heads; the first covered - 
incomes from land; the second, incomes from personal pro¬ 
perty, profession, employment, vocation, &c.; the third, in¬ 
comes of British residents accruing from foreign possessions or 
investments; and finally the fourth covered incomes not fall¬ 
ing under any of the foregoing heads. A specific allowance v 
was made under the first head on account of liability to land- 
tax and assessed taxes and on account of expenditure on 
drainage, embankment, and similar work^AtJnder the second 
head, a rebate on account of overhead expenses was allowed 
in the case of taxpayers with trade, professional, or vocational 
incomes. Owners of this type of income also enjoyed an im¬ 
portant privilege as compared with landlords. In the case of 
landlords a rebate on account of repairs was granted only to 
the limited group of owner-occupiers and to owners of build¬ 
ings on farms of certain annual value; the allowance varied 
from 3 per cent, to 8 per cent, of the annual value of the pro¬ 
perty. In the case of owners of incomes from industry, trade, 
profession, or vocation, the rebate covered all repairs up to 
the average expenditure for this purpose during The previous 
three yc aTS T Wo o ne, uu the other hand, was allowed any 
deduction"^n account of either improvements or wasting 
assets. 

Every taxpayer was required to make a general return of 
his income from all sources, and the method of assessment 
varied under different heads. Incomes from real property, ex¬ 
cept tithes, were normally assessed at the rack-rent. Tenant 
farmers whose rack-rent was under £300 were assessed on a 
presumed income not less than half and not more than two- 
thirds their rack-rent. Those whose rack-rent exceeded £300 
were assessed on a presumed income ranging between three- 
fifths and three-fourths of their rent. Both of these groups 
were given the alternative of being assessed on their actual 
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profits. Other classes of taxpayers, namely, those with in¬ 
comes from industry, trade, profession, or vocation, were 
given the choice of being assessed either on the profits of the 
last year or on an average of the preceding three years; and 
in case they chose the latter method, they were allowed a 
rebate, should their income in the year of assessment fall short 
of the average income. 


in 

We learn from contemporary literature and the debates in 
Parliament that the general flat rate of tax was adopted in 
order to implement a neutral tax policy which aimed at leav¬ 
ing different taxpayers relatively in the same position after 
the tax as before it. The Earl of Liverpool, for instance, argued 
that ‘by taxing all in the same proportion’, the tax ‘leaves the 
different sorts of income in the same relative state in which it 
found them’. 1 Graduation, it was contended, would lead to a“ 
redistribution of incomes which was supposed not to lie within 
the competence of the legislature. ‘The object of the Bill is not^ 
to regulate incomes, but to tax them; and if you take from 
different incomes the same proportion, you leave them of 
course exactly in the relative state in which you found them,’ 2 
Likewise, George Rose, whose wide fiscal experience provided 
Pitt with most valuable help in carrying out his scheme, main¬ 
tained the same view: ‘The progressive rise of the tax be¬ 
yond a certain considerable amount of the yearly income’, 
he declared, ‘is, in effect, an arbitrary levelling of situations 
acquired by honourable service.’ 3 This was a result which he 
and others felt to be harmful since it would mean depriving 
the rich of their surplus wealth and would thus check incen¬ 
tive and employment. In Parliament it was argued that 
graduated rates ‘would amount to neither more nor less than 
the introduction of a plan of equalizing fortunes’. 4 and this 

1 Review of the Arguments Advanced in the House of Commons in Support of the Bill 
Granting an Aid and Contribution . . . by Imposing Certain Duties upon Income (1799), 
p. 14. See also W. Friend, Principles of Taxation (1799), p. 12. 

2 Review of the Arguments . . p. 18. 

5 A Brief Examination into the Increase of the Revenue, Commerce , and Manufacture oj 
Great Britain, 1793-99 (1799), P- 33J and ibid., p. 18. 

4 Parliamentary History, xxxiv. 199. 
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was judged to be a grave injustice which the legislature^ 
should avoid. — 

To some, differentiation in favour of ‘earned incomes’ (to 
use the modern terminology) seemed more equitable, and 
less likely to discourage incentive. 1 But on the whole, the 
opinion of the majority at that time favoured a uniform rate. 
It was maintained that those whose incomes were earned 
had the same responsibilities and enjoyed the same benefits 
from the State as other classes who derived their incomes from_ 
land, for instance, or from public securities. ‘To think of tax¬ 
ing these species of incomes in a different ratio’, Pitt asserted, 
‘would be to attempt what the nature of society will not ad¬ 
mit.’ 2 In apparent bewilderment he asked: ‘But on whajL 
foundation does this principle (of differentiation) rest? Is the 
industry of the artist, the manufacturer, the mechanic, less 
the creature of the protection of law, less involved in the great 
contest in which we are engaged, less likely to be overthrown 
in any disaster of the state than the income which arises from 
land?’ 3 

Secondly, to tax incomes derived from different sor ts of in¬ 
vestments at a uniform rateTwould leave _such incomes re la¬ 
tively the same as befor e. Consequently, the distribution of 
capital over various fields of investment would remain undis¬ 
turbed. Thus, when developing his defence of a single rate on 
all incomes, Pitt held that: 4 

An income of £500 from land may be equal to about £15,000 
(of capital), so that a man is contented to make three per cent, for 
his capital. In the funds, according to circumstances, and in 
different funds, a man may have five, or even six per cent. If he 
lays out his capital in trade, and adds to it his own industry, he 
gets 10 to 15 per cent. Now if you leave the proportion undisturbed, 
what is it that forms the encouragement to lay out money in trade 
and manufacture, but the improved produce derived from in¬ 
dustry? This is the incentive which enflames enterprise, and 
stimulates ingenuity. 

1 See, for example, a letter from J. Hatsell to Lord Auckland dated 24 Oct, 

1789, the Journal and Correspondence of William, Lord Auckland (ed. Bishop of Bath 
and Wells, 1862), iv. 64-65; and see ibid., pp. 77-78, 96-97, and 186. 

2 Parliamentary History , xxxiv. 104-5. 

3 Loc. cit., and also pp. 23, 94, and 96. 


6480 


E 


4 Ibid., p. 105. 
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Finally, a special treatment in favour of ‘earned* incomes- 
would inevitably lead to administrative difficulties, as it would 
require more detailed information about the source of income 
and consequently further inquisition, which seemed at the 
time neither necessary nor desirable. Differentiation could 
not be achieved ‘without an investigation more oppressive," 
a disclosure more extensive than anything which the bill per¬ 
mits*, and there were enough animadversions and complaints 
already, Pitt concluded: ‘Let us then forbear to attempt what 
is perhaps beyond the power of human legislation to correct.* 1 

As to the exemption of incomes under £60, and the abate¬ 
ments made in favour of those above the exemption limit and 
under £200, the principle of exemption was adopted because 
it was held that ‘there must be a certain income, which will 
exactly keep a man, his wife, and two children; and if from 
this income anything is taken away, the family is deprived of 
necessaries* without which industry and general welfare would 
be injured. 2 The principle of an exempted minimum of sub¬ 
sistence, in other words, was adopted in order to maintain 
efficiency and to prevent a decrease of national output. Of 
course the sum of £60 was fixed having regard to the standard 
of living at the time, and the level of prices, and was liable to 
be changed according to circumstances. 3 

The descending scale, on the other hand, seems to have 
been adopted as a transitional step before the standard rate 
was reached so as to prevent odd cases, where the increase of a 
few pounds would subject the income to the standard rate. In 
his defence of this, Lord Auckland maintained that unless 
such a measure were adopted ‘the man of £65 a year would, 
by the payment of £6. io.r., become poorer than the man of 
£60 a year, and so in proportion as one mounted the scale’. 4 
This, however, was not all; for this view alone does not ex¬ 
plain why the abatements should take that particular form 
under which degression grew steeper as the income became 
smaller. 5 It appears that the intention of the legislature must 

1 Parliamentary History, xxxiv, 108. 

2 Friend, Principles , p. 5; and ibid., p, igg. 

3 Friend, op. cit., p. 36. 4 Parliamentary History , xxxiv. 199. 

5 Thus, for instance, while a man with £199 was charged £18. is. gjrf., or 
Ath of his income, the one with £60 was charged only 10$., or about yi^th of his 
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have been, besides Lord Auckland’s understandable explana¬ 
tion, which is undoubtedly true, to tap low incomes as lightly 
as possible. In fact, we are told that both the exemption of a_ 
subsistence minimum and the descending scale were adopted 
in favour of those with small incomes as a result of‘a wise and 
liberal consideration of their circumstances, and a disin¬ 
terested wish to relieve them by an extended sacrifice of th e 
interests of the more opulent of the co untry^ ~ ~ 

INevertneless, despite the distributional idea implied, the 
significance of this degression should not be exaggerated. It 
was suggested by philanthropic motives rather than by a 
redistributional intention on the part of the legislature. Simi¬ 
larly, children’s allowances were also introduced on philan¬ 
thropic grounds, and here again people with low incomes 
were favourably treated. 2 

It is significant that the foregoing limit of exemption and 
the percentage of degressive abatements allowed to recipients 
of incomes below £200, should have been precisely the same 
as those we find in the triple assessment of 1798. This clearly 
shows that, apart from the fa ct that the new tax was intro¬ 
duc ed in the form of a direct impost upon incomes , t here was 
nothing so very original about it. The progressive elements— 
which if contained were mostly borrowed from its predeces¬ 
sor, the triple assessment. The minor changes made in the 
case of children’s allowances, which made them somewhat 
different from those adopted in the triple assessment were too 
insignificant to represent a change in principle. In fact, one of 
the chief arguments in support of the tax was that it conformed 
to the traditional view: its broad effect on the distribution of 
wealth was neu tral. 3 It w"as maintained that the was 

income. For further details see Observations upon the Act for Taxing Income , in which 
the Principles and Provisions of the Act are fully considered (Official Publication, printed 
by Bunncy and Gold, 1799), p. 94. 

1 Ibid., p. 2. 

2 Thus people with income not exceeding £400 enjoyed an allowance for 
each child of 3 per cent, of their income tax free; those with £400-1,000 were 
entitled to 2 per cent.; and those between £1,000 and £5,000 to 1 per cent. 
When the children reached sixteen, the allowances were increased to 5, 4, and 
3 per cent, respectively. 

J George Rose, op. cit., p. 19. For an explicit exposition of the theory 
of neutral finance and its merits and for contemporary arguments against 
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another application of that neutral principle adopted in 
national as well as local taxes such as the land-tax and poor- 
and church-rates. 1 So was the triple assessment. As to the privi¬ 
leged treatment which low-income groups received in both 
taxes (i.e, the triple assessment and the income-tax) this was 
never ‘considered as making part of the principle of either 
measure’; 2 it was in fact no more than a tradition which was 
recognized in former taxes like the poll-tax and house-taxes 
in their different forms. Only the form in which these abate¬ 
ments were introduced, was more refined than in the former 
taxes. 

The deductions on account of land-tax, assessed taxes, and 
the cost of drainage and embankment of the property and 
similar expenditure to which landlords were liable, and on 
account of the expenses incurred in earning trade, industrial, 
professional, or vocational income, or income from employ¬ 
ment, and the allowances for repairs where such allowances 
were granted, all suggest that the framers of the wanted, 

as far as possible, to tax net incom e. Similarly the variation 
of the method of assessment reveals the legislators’ desire to 
make the assessment correspond to the taxpayer’s actual in¬ 
come. As to the choice which some taxpayers were given of 
being assessed on the average profit of the preceding three 
years it is pla in that the intention of the legislators was to 
avoid the hardship ot hav ing to pay in a lean year a tax based 
on the profit of a year which might have been unusual ly 
iavourable. 

No explanation was given for the restriction of the allow¬ 
ance for repaid to people with incomes from industry, trade, 
profession, or vocation, and to a very limited group of landed 
proprietors; but it seems that the explanation lay in the ad¬ 
ministrative difficulties which were expected to arise in con- 

rcdistributional finance see Rev. Henry Bccfcc, Observations on the Produce of the 
Income Tax , and its Proportion to the whole of Great Britain (a new and corrected 
edition with considerable Additions respecting the Extenty Commercey Populationy 
Division of Incomcy and Capital of this Kingdom y 1800), pp. 139-44, ! 49 > an d J 5 2 * 

1 It is instructive that assessment of people for the purpose of income-tax was 
generally based on their assessment for the poor-rates and house-tax. This clearly 
shows how much similarity there was between the distributional principles of 
these imposts. See Parliamentary Papers (1870), xx. 122 et scq. 

1 Rev. Henry Beeke, Observations , p. 2. 
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nexion with incomes from land. Nor was ther e any expla na- 
tion given for the absence of any allowance in respect of 
depreciat ing assets; but it has been suggested that this was 
due to the fact t h^t the lax wag dft fii frnpd ag a temp orary 
measur e. Any such allowances would mean exempting pre¬ 
sent income with an eye to long-term policy, and this did not 
accord with the exigencies of the time in which the tax was 
introduced. 1 

The case for the deduction allowed on account of the pay¬ 
ment of the taxpayer’s own life insurance premiums or those 
of his wife does not seem to be quite so obvious; and, in the 
absence of any official explanation, it may be s upposed tha t 
it was in troduced to help taxpayers save a part of their in- 
comesTo meet future requirements^ 


IV 

The tax of r 799 continued, as has been said, until the Peace 
of Amiens was concluded, when it was repealed; but the re¬ 
newal of the war in 1803 brought it back in a somewhat new 
form. The first change in the new Act was the rearrangement 
of the classes of taxpayers under five Schedules which re¬ 
placed the old four ‘heads’. Schedule A now covered incomes 
arising from the ownership of land and buildings; Schedule 
B, incomes from the occupation of land, that is, income of 
tenant farmers who were now assessed at three-quarters and 
half their rack-rent in England and Scotland respectively; 
Schedule C covered incomes from public securities; Schedule 
D, commercial and industrial profits, and incomes from voca¬ 
tional or professional practices; and finally Schedule E covered 
incomes from offices, employment, and pensions. The 
Schedules introduced in 1803 are thus identical with those 
still in operation. 

The second important change was the introduction into '* 
this Act of what was known as the principle of deduction 
at the source , whereby in certain cases the tax was to be- 

1 Cf. The First Instalment of the Minutes of Evidence from the Royal Commission on 
Income Tax (Cmd. 288-1 of 1919), appendix, no. 7 (i), p. 64. 
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deducted from the income before it was paid to the person to 
whom it belonged. This replaced the old compulsory return 
of all the taxpayer’s income from all sources. The new prin¬ 
ciple was applied in three respects: in the case of income from “ 
real property, where the deduction of the tax was made the 
responsibility of the tenant; in the case of incomes from pub-- 
lie securities, where it was the responsibility of the Bank of 
England; and in the case of incomes from employments or £ 
offices, where it was the responsibility of the employer. So suc-^ 
cessful was this new practice that many of the proposals for 
income-tax reform which were put forward in the latter part 
of the nineteenth century, were rejected, as we shall see, on 
the ground that they might endanger this very convenient 
and effective method of collection. 

Two other alterations of a minor nature were introduced by 
the Act of 1803 which have a bearing on our inquiry and 
should be mentioned here. The first was in respect of the 
allo wance for repairs under what was now termed Schedule 
A. The limited allowance in the first income-tax 1 was ex¬ 
tended and was granted at a flat rate of 5 per cent, of the 
p roperty’s annu al value. 

Secondly , a change was made in respect of the rebate for 
a fall in income. This, as we have seen 2 had been available to 
those who chose the three-year-average system of assessment. 
In the act of 1803 this privilege was withdrawn and granted 
to those who chose to be assessed on the profits of the previous 
year. Neither the debates, nor contemporary literature seemed 
to provide an explanation for this change which must have 
been thought more consistent with equality. 

Although the second income-tax was similar to its predeces¬ 
sor, the debates in Parliament provide valuable information 
about an unsuccessful attempt by Addin gton to differentiate 
in fav our of strictly earned incomes. Dismissing the eigh¬ 
teenth-century aTgumenTragamsTtaxing incomes from public 
securities and upholding the view that all classes should con¬ 
tribute to public expenses, he maintained that the question 
now was not which kind of income should enjoy the privilege 
of exemption or a reduced rate, but in what proportion each 

1 See p. 47 above. 2 See p. 48 above. 
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kind of income should contribute. 1 Accor dingly he suggeste d 
a general income-tax of 5 per cent, with an exemption limit 
of ^bo, and with special abatements confined to profess ional 
incomes and wages under £150. Incomes Irom land or 
securities, as well as commercial and industrial incomes 
above the limit of exemption, were to pay full rate. In justi¬ 
fication of this suggestion he said : 2 

I mean to propose an exception from the principle of the bill, 
in so far as regards that sort of income which arises not from 
bodily labour, but from the learned professions which is even 
more extensive than that arising from capital. Of all the hard¬ 
ships to which this tax can apply, I conceive that it is most severe 
on the income arising from that species of industry. . . . Almost 
every person engaged in trade, may carry on that trade by means 
of representatives; but persons engaged in the learned professions 
must give in person that advice which is necessary: for no proxy 
can possibly be admitted. 

To this Pitt objected. This distinction seemed to him very un¬ 
wise; for if an equal tax was imposed on the revenue of the 
landowner and the profit of the trader, the deduction should 
be the same from both. 3 Apparently, the difference in opinion 
arose from this, that while Addington based the principle of 
abatements on both the source as well as the size of income— 
Pitt, as we have seen, refused to allow any scheme of differen¬ 
tiation according to source, and accepted size alone as a pro¬ 
per criterion. Hence, he urged that the proposed scheme of- 1 
abatements should cover all small incomes whatever might be 
the sources from which they were derived. 

The controversy as to whether or not the confining of 
abatements to a specific class of taxpayers constituted a 
breach of the principle of equality, led to another point of 
dispute. Pitt argued that the proposed differential system 
would necessarily exclude the public creditor from any abate¬ 
ments, and this would clearly be a breach of contract—‘a 
breach of the principle upon which loans had been con¬ 
tracted for; and what effects such an innovation was likely to 

1 Hansard , xxxvi. J597. 

2 Ibid., pp. 1668-9. 

3 Ibid., p. 1666, and sec also vol. xxxiv, pp. 105-6. 
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have upon any future loan he would not pretend to say’. 1 
This, it will be noticed, was a revival of an early argument to 
which allusion has been made in the preceding chapter when 
describing the controversy over the taxation of moneyed men 
in the earlier decades of the eighteenth century. But the 
argument now assumed a rather new form. The complaint 
was no longer against taxing public creditors. It had become 
an accepted principle that this class should bear its share of 
public expense in common with the rest of the community. 
The complaint was now against the exclusion of this class 
from the privilege of abatements. 

The error in Pitt’s reasoning obviously lay in the way he 
looked at the differential scheme. Overlooking the hardship - 
which a man with a small and precarious income would 
undergo when made to pay just as much as another taxpayer 
with an income of the same amount, but of a secure or per¬ 
manent nature, Pitt quite naturally considered that the_ 
scheme did not make for equality; but was a form of privilege. 
All he could admit was the justice of the claim where it was 
based on the size of income, and then only to a certain extent. 
Lower-income groups, in his opinion, had a rightful claim to 
an abatement; but the right had nothing to do with the 
source from which such incomes were derived. Either this 
right should be extended to all taxpayers with the same 
amount of income, or it should be completely abolished. He 
seemed to overlook the fact that by requiring one taxpayer 
with £100 from a permanent annuity or land to pay as 
much as another with the same amount of income from his 
wage as a miner, real differences in sacrifice were in fact 
imposed. 

However, the proposed rudimentary differentiation was 
eventually abandoned and Pitt won the case. 2 

1 Hansard , xxxiv. 1665. 

2 Pitt’s opposition to Addington’s proposal was misunderstood by the only 
writer I was able to discover who made a reference to the debate mentioned 
above, William Tayler. Tayler observed that ’the most singular part of the 
debate was to find Mr. Pitt (then in opposition) resisting a tax under the 
Addington administration, so similar to that imposed under his own’. (W. 
Tayler, The History of Taxation in England , 1853, P* 35 * The phrase between 
brackets is Tayler’s.) The truth of course is, as shown above, that Pitt opposed 
the differential scheme and not the tax itself. 
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None the less, the growing conviction that differentiation. 
should be based on the source of income as well as its size, 
at last won the day. In view of the fraud w hich was com¬ 
mitted as a result of allowing a subsistence minimum, and the 
loss of revenue which it caused, Lord Henry Petty decided to 
restrict the application of this exemption only ‘to those who 
most stand in need of itV Accordingly, the general rule was 
made that all incomes from whatever source, and of whatever 
size, should pay the standard rate (which was now raised to 
2$. in the £). As an exception, however, a special schedule 
comprising the followin g categories of income was allo weH" 
a n exemption of £ 50: [a) incomes of ec clesiastical person s in 
the right of their churches, ( b ) incomes derived fro m mines, 
quarries , (c) annuitie s whether for life or a term of ye ars, 

(d) profits arising from the occupation ofland sand tene ments. 

(e) protits lro m commerce, industry, profession, employment, 
or vocation, ( j ) incomes derived from p ublic or p rivate 
offices, and ( g ) pensions of public offices. 2 Also exempted 
werecottages not exceeding the annual value of £2, if occu¬ 
pied by their owners, and property not exceeding £5 a year 
if occupied by an owner whose weekly income did not exceed 
30j. It will be seen that these cases covered virtually all for ms 
of earned incomes. 

Moreover, these categories of income of between £50 and 
£150 were entitled to an allowance of is. for every £ by 
which the income fell short of £150. 3 

Thus, although the general rule was that all incomes were 
charged at the standard rate, irrespective of their size and of 
the sources from which they were derived, in practice, it was 
only applicable to owners of investment incomes. From a 
purely distributional point of view, this is a deficient form 
of differentiation. It fell short of the object for which a general 
exemption of the subsistence minimum had been al lowed^ 
t hat is, for the m aintenance of individual efficiency and high 
standard of livm g T Nevertheless, in judging the me rits of the 


1 Hansard , vi. 570. 

2 46 Geo. Ill, c. 65, s. 173. 


5 Loc. cit. 
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system, due regard should be paid to the unfavourable cir¬ 
cumstances under which the tax had been in operation. The 
strain imposed on the Exchequer by war, and the failure o f 
t he available adm inist rativelne ihod^ to eliminate tax evasion 
apparently left the Government no choice but to extend the 
tax in principle to all incomes, while allowing exemption in 
a number of exceptional cases. Hence the favourable treat¬ 
ment was restricted to owners of earned incomes; and on this 
ground alone, this form of differentiation can be justified. It 
is clear that the framers of the Act of 1806 agreed with the 
present notion that differentiation should allow favourable 
treatment to those with smaller earned incomes; and to this 
extent the present practice owes its origins to that Act. 1 

It will be noted that this measure did not aim at burdening 
landowners and holders of public securities with higher rates 
than other income groups on the grounds that such higher 
rates would not affect their incentive and consequently their 
output—the view which was held by Adam Smith with re¬ 
spect to the former group. This was a moderate, not a radical 
measure: it subjected such incomes to the standard rate, and 
confined its concession to small incomes arising from profes¬ 
sion, industry, or trade. The difference between the two’ 
points of view is evident. In the former case we have a positive 
form of progressive distribution, in the latter a cautious and_ 
negative one. 

A few other minor alterations were also introduced into the 
Act of 1806. Children’s allowances were abolished owing to 
the uneasiness at the rise in the birth-rate. Deductions on 
account of life insurance were now confined to owners of in¬ 
comes under £150. The deduction on account of repairs of 
certain kinds of immovable property was now disallowed 
since it gave rise to a new source of fraud. Finally, more im¬ 
portant than all these was the alteration in the abatement on 
account of downward fluctuation in income. This allowance, 

* Yet cf. Hope-Jones’s Income Tax in the Napoleonic Wars (Cambridge, 1939), 
p. 26. Referring to this Act of 1806, the author holds that 'the general “codifica¬ 
tion” of the new Government was more a matter of redrafting the Act of 1805, 
and previous legislation, than an improvement of Pitt’s work’. Apparently this 
statement does not include the point mentioned above, and should be inter¬ 
preted as to apply to administrative organization. 
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it will be recalled, was granted in the Act of 1799 only to 
those who chose to be assessed by the three-yearly averaging 
method; in 1803 it was granted only to those who chose to be 
assessed on the basis of the profits of the previous year; it now 
became available to all. 1 So that a taxpayer could claim an 
abatement on account of a fall in his income whether he 
chose to be assessed on the profits of the previous year, or on 
the average of the three preceding years. 

To recapitulate; the new distributional development which 
the war income-tax brought about lay in three points. The “ 
first was that it substituted the individual’s income for his 
expenditure as a criterion of ability to pay. As is universally - 
admitted, this change in itself implied a fairer distribution. 
Secondly, apart from that, this new system of direct assess¬ 
ment of income with its degressive grad uation and rudimen¬ 
tary differentiation was more favourable to lower incomes 
(especially those trom professional, vocational, or commercial- 
sources) than any system so far known. Finally, the new tax, - 
being directly imposed on income, was mo re easily adap ted 
to the application of personal and family allowances than all 
previbunnelliUds r of taxation" 

While the tax in its then existing form generally satisfied 
the legislature, and most of those who took an interest in the 
matter, its proportional rate was, nevertheless, criticized by 
a few writers who may be said to have anticipated the theory 
of marginal utility and its bearing on the diminution of the 
value of the successive increments of income. Thus David 
Buchanan, a contemporary journalist-economist best known 
for editing the Wealth of NationSy was a vigorous exponent of 
Paley’s argument in favour of graduated rates : 2 

The injustice [he contended] of fixing a common rate of contri¬ 
bution for all incomes, however various, is sufficiently obvious 
since an income of £10,000 per annum might pay, without any 
great hardship, a proportion which, if exacted from a smaller 
income, would force a retrenchment not of comforts, but of 
absolute necessaries. In matters of policy the strict rules of 

1 46 Geo. Ill, c. 65, s. cxxxix. 

* Observations on the Subjects Treated of in Dr . Smith's Inquiry into the Nature and 
Causes of the Wealth of Nations (Edinburgh, 1814), pp. 271-2. 
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arithmetic do not apply; to frame a scheme of taxation on any 
such theory would be to sanction, under the specious appearance 
of equality, great practical oppression. The rate of contribution 
to be equitable ought therefore continually to vary, gradually 
ascending, until it rose to its maximum among the highest in¬ 
comes. 

Buchanan was also opposed to the uniform rate which 
was then charged on all incomes irrespective of source, and 
advocated differential rates instead. On both questions, 
differentiation and graduation, but particularly on the latter, 
Buchanan and those who shared his views 1 were a minority. 

VI 

After the war was over, the income-tax was repealed. Some 
writers seem to convey the impression that the repeal was the 
result of popular movement based on a genuine aversion 
for the tax. It is argued that the tax was only tolerated 
because of the country’s patriotism and determination to win 
the war. But after this aim was achieved, the ‘inquisitorial* 
nature of the tax, and the fear that it might develop into an 
instrument of tyranny in the hands of the Government, to¬ 
gether with its unpleasant eff ect which aroseIrom the fact that 
its payment too k the form of relinquishing considerable sums 
oPmoney at more or less regular intervals, made its con- 
tinuation intolerable. 1 Thus when Vansittart, then Ghancel- 

1 See Lord Auckland’s statement that a number of people had suggested 
graduation to him (Parliamentary History, xxxiv. 198-9); and see also for similar 
views the Property Tax Considered with a View to its Renewal . . ., by a Member of 
Lincoln’s Inn (1816), pp. 27-32. 

2 See, for instance, Hope-Jones, op. cit., chap, vii, pp. 112-13. The same 
view will also be found in W. Smart, The Economic Annals of the Nineteenth Cen¬ 
tury , 1801-20 , vol. i, chap, xxv, pp. 464, 466-70; and in E. Hal6vy, A History of 
the English People in the Nineteenth Century , vol. i (English trans., 2nd ed., 1949), 
pt. ii, chap, iii, pp. 374 et scq. See also W. Cunningham, The Growth of English 
Industry and Commerce in Modern Times, pt. ii (Cambridge, 1917), p. 835. Among 
the Victorians William Tayler is particularly explicit in upholding this view. 
See his History of the Taxation of England (1853), pp. 70-71. Apparently these 
writers based their views on the Annual Register's report of the account of the 
debate and voting of Vansittart’s proposal. See the Annual Register for 1816, 
pp. 22-26. On the other hand a brief but more careful account of the reasons 
that led to the repeal of the tax will be found in S. Buxton, Finance and Politics 
(1888), i. 12-13; and like Buxton, Seligman carefully avoided this common 
error. See E. Seligman, The Income Tax (New York, 1921), pp. 113-14. Cf. Also 
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lor of the Exchequer, recommended its renewal in peace time 
at half its war-time rate, the country took alarm at his pro¬ 
posal ; and after lively and protracted debates during which 
more than 400 petitions were submitted to Parliament, the 
proposed renewal of the tax was defeated. On the subject of 
this campaign the Annual Register has the following statement; 1 

The ministers and their adherents increased their efforts to 
make it appear that the opposition to the tax was fostered by 
popular clamour and party manoeuvres, and was by no means an 
indication of the sentiment entertained by the most respectable 
part of the nation. This attempt received a final defeat by a peti¬ 
tion presented by . , . Sir William Curtis. . . . The number of 
signatures was 22,000 among whom were many persons of the 
first property and character in the city, &c. 

But this account, it is submitted here, is inaccurate. In 
order to appraise the truth of this narrative let us examine 
the facts. 

First, let us take a view of the situation in 1816. Despite the] 
protection afforded by Parliament to the agriculturalists byl 
the notorious Corn Law of 1815, the war-time prices could 
not be maintained, and fluctuations in corn prices were start¬ 
ling. This naturally made farming a highly speculative invest¬ 
ment, seriously endangered the position of country bankers 
who were involved in the financing of the development of 
new schemes, and spread unemployment, which was aggra¬ 
vated by post-war demobilization. Unemployment not only 
affected prices, it also made heavier the landed interest’s con¬ 
tribution towards poor relief. The situation gave rise to wide¬ 
spread alarm, and it was but natural that the public attention 
should centre on this acute distress, and that the landed in¬ 
terest should grope for relief. For the Whig, however, this 
internal confusion was a favourable opportunity to challenge 

A. W. Acworth, Financial Reconstruction in England\ 1815-1822 (1925), chap, iii, 
pp. 28-33. 

1 The Annual Register for 1816, p. 24; and cf. Hal£vy, op, cit. it. 7. 
Hatevy who accepted the Annual Register's report adds that as a last-minute 
measure the ministers collected some signatures in an attempt to present a 
petition to the House in favour of the retention of the tax. They had thirty- 
seven signatures; but they dared not submit it in face of Curtis’s petition which 
contained 22,000 signatures. 
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struction, and their forbearance from debating in the first 
instance were two decisive errors, is unequivocally confirmed 
by Brougham’s own account of this story: 1 

In concluding their case the Government committed two capital 
errors . . . (which) they never would have committed under abler 
leadership. One was the allowing me to go on and not adhering 
to their notice of Thursday at all hazards; the other was not debat¬ 
ing for the first three or four days, which damaged them in the 
House and in the Country and encouraged to an extraordinary 
degree the petitions. 

He went on to say that neither of these errors would have 
been committed had Wellington been at the helm of the 
Government. 

As it was, the Government’s proposal was defeated by the 
relatively small majority of 238 votes against 201. 

Ifwe examine the question ofpetitions, we find that here, too, 
the story given in the Annual Register is inaccurate. In the first 
place, the estimate of the number of signatures in Sir William 
Curtis’s petition at 22,000 does not inspire confidence. Accord¬ 
ing to Brougham the petition contained only 12,000 signa¬ 
tures. 2 Nor, whichever may be the correct figure, can we be 
sure of the identity of those who signed the petition. Unfortun¬ 
ately this cannot be checked. Neither the petition of the City 
of London nor any other petition submitted to this Parlia¬ 
ment can be traced. Apparently they have not survived. 
Early nineteenth-century practice with regard to petitions 
was probably the same as that of the present day, which is to 
destroy them at the end of the Parliament in which they are 
presented. 3 

But if this cannot be verified there is still some useful in- 

_formation which can be found in the income-tax returns. The 

latest returns of the tax available for that period are those of 
1812, which doubtless did not materially differ from those of 
1815-16. In that year the total number of people who re- 
^'■■"turned their incomes as falling within the scope of Schedule 
D was 253,687. Of this number 100,760 were completely 

1 Brougham, op. cit., p. 312. 2 Ibid., p. 309. 

3 From a private letter by the Deputy Librarian to the House of Commons, 
to the present writer dated 12 Oct. 1949. 
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exempt, because their incomes were claimed to be under £50. 
Of the remainder, 117,306 persons did not pay full rate and 
enjoyed some abatements as their incomes were between £50 
and £150. The rest were divided into two groups. The first 
comprised th ose with incomes var ying between ^150 and 
£ 1 ,000—that is, mitjffie-class business men —whose number 
was 31,929 per$ons//Lhe other comprised the top- rank busi ¬ 
n ess men, people with /^i,ooo a year or more, whos e number 
was 3,692 only. 1 Bearing in mind that these returns were for 
the whole country, it seems very difficult to see how the City 
of London alone could be said to have accounted for twenty- 
two thousand income-tax payers ‘among whom were many 
persons of the first property and character’. 

Hansard' s account sheds further light on this episode. One 
finds that petitions were submitted to Parliament by people 
who requested the retention of the tax with some modifica¬ 
tions. It is conceivable that some of these petitions were in¬ 
spired by the Government ‘interest’, in order to counter the 
Opposition’s agitation. This is suggested not only by the 
Annual Register's account but also by Halevy’s narrative.* 
But the petitions which the City of Glasgow submitted tell 
rather a different story. Glasgow sent in three petitions. In 
one of them it requested the retentio n of the tax for th e period 
of transition from war to peace, with some modifications. In 
this, Glasgow’s demand was similar to that of Edinburgh. 3 
The second and third were presented concurrently by 
Kirkman Finlay, a well-known manufacturer, who despite 
his opposition to the tax, showed an impartiality which is 
worth recording. 4 Finlay said that of the two petitions he 
carried down, one was in favour of, and the other opposed to 
the repeal of the tax : 5 

He ‘bore testimony to the respectibility of the merchants and 
manufacturers of the city of Glasgow who subscribed and in- 

1 Parliamentary Papers (1816), xiv. 95. Similarly, cf. J. L. Hubbcrsty, Brief 
Observations on the Necessity of the Property Tax> under certain Modifications (2nd 
ed., 1820), pp. 18-19. 

2 Op. cit. ii. 7. 

3 For these petitions sec Hansard , xxxiii. 118, 124-5, an< ^ 129-30. 

4 Finlay’s name will be found among those who voted against the retention 

of the tax ( Hansard , xxxiii. 452). 5 Ibid., pp. 124-5. 
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structed him to support the latter. This disinterested nature of 
their principles was sufficiently demonstrated by their conduct in 
offering to support a burthen which the other parts of the empire 
were anxious to throw off. They were all, he believed, liable to 
pay the tax to which they were so favourable, while he was free 
to confess that the other petition with which he was intrusted, was 
subscribed by persons, many of whom were not directly liable.’ 

It is clear that one cannot infer from this that all those who 
petitioned for the abolition of the tax were irresponsible. This 
obviously would be absurd. But on the other hand this case 
makes one wonder how man y of the petitions which wer e 
submitted against the tax were signed bv genuinely con - 
vinccd opponents of the Government’s measure. 1 

Aflei the VAX Wits repealed, L>ord Dudley in a letter to 
Watson, the Bishop of Llandaff, expressed his satisfaction at 
the Whigs’ success in a way that leaves little room for doubt 
that the opposition to the tax if not created, was at any rate 
fomented by his party. He said he was satisfied at the rejec¬ 
tion of the Government’s proposal, not because he was con¬ 
vinced that the tax was intrinsically evil, but because he 
thought the ministers wanted beating on something or 
other: 2 

Their prodigious success—which, without at all meaning to 
deny their merits and abilities, must be allowed by all reasonable 
men to have been vastly beyond their merits and beyond their 
abilities—had made their underlings insolent and the House too 
obedient; and a blow of that sort was necessary to remind the 
servants of the country that they are not its masters. . . . 

So much for the parliamentary evidence. The literature of 
the time likewise reveals a strong current of opinion in favour 
of retaining the tax as a measure of peace finance. Discerning^ 
the signs of the impending Whig agitation, some contem¬ 
porary writers warned the public of their manoeuvre. As early 
as 1814 one writer declared that ‘an alarm is to be excited in 
consequence of a proposal being projected to reduce the tax 
to 5 per cent, and continue the remaining 5 per cent, as a per- 

1 Cf. Three letters of Paul Silent , M.P. to his Country Cousin (1816), p. 36; and 
also Hubbcrsty, Ioc. cit. 

2 Lord Dudley's Letters edited by the Bishop of Llandaff (1840), pp. 136-7. 
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petual impost, or at least for ten years’. 1 After briefly review¬ 
ing the situation as it existed then, and describing the loss 
which the Exchequer would suffer as a result of repealing the 
tax, 2 the author concluded that revenue would have to be 
raised somehow or other to meet the expanding expenses of 
the future peace, and that the Government would have no 
other alternative than indirect taxation which would leave 
no article of consumption untaxcd. ‘Ruin’, he asserted, 
‘would have stared us in the face.’ 3 

The case for the income-tax was stated with particular vigour 
by Richard P reston, a contemporary politician, and Colonel 
Robert Torrens, the well-known economist. They took their 
stand on the analysis of the incidence of taxation. Taxation, it 
was contended, must be paid out of one or other of the three 
sources of national income, namely, wages, rent, or profit. The 
taxation of wages would necessarily disturb the equilibrium 
the maintenance of which was required by the ‘ Wages-Fund’ 
theory. It was therefore a violation of one of the funda¬ 
mental maxims of political economy. As for the two other 
sources of national income, the taxation of rent, which was 
considered as a ‘net surplus’, had no effect on national out¬ 
put. It hardly mattered whether it was spent by the landed 
proprietor or the State. With profit, the case was rather dif¬ 
ferent. Profit was partly allocated to private expenditure, and 
partly to investment. In so far as it affected the former its 
taxation was legitimate; but not so when it affected the latter. 

Now clearly, taxation of necessaries and articles of general 
consumption, which constituted the principal source of re¬ 
venue, was virtually a tax on wages. Its inexpediency was 
therefore obvious. In contrast with it, income taxation was 

1 Strong Reasons for the Continuance of the Property Tax by a Friend of his Country 

(1814), pp. 9 et seq,; and cf. Walter Boyd, Reflections on the Financial System of 
Great Britain, and Particularly on the Sinking Fund (written in 1O12; 2nd ed., 1828), 
pp. 49-50, where the writer advocated the retention of part of the tax as a 
permanent peace-time fiscal device. Also the two pamphlets mentioned in 
p. 66, notes 1 and 2 above. 

3 The annual produce of the tax at the time of its repeal was £15,642,338. 
(See Reports of the Commissioners of the Inland Revenue , 1870, vol. ii, appendix, 
p. 184,) 

3 Strong Reasons . .p. 14; also Three Letters of Paul Silent .,pp. 12-13, where 
a detailed description of the Opposition’s agitation is given. 
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different and more consistent with general welfare. With its 
limit of exemption, it prevented the living standard of the 
wage-earner from falling below a minimum level. As regards 
agricultural incomes, because the farmer’s income was fixed 
at a minimum point below which it would not normally fall 
(for otherwise he would change his occupation), the tax 
would thus fall on the ‘net surplus’, which was the best, 
though not the only subject of taxation. As for profit, the 
theory was not quite explicit; but seemingly regarded the tax 
as falling on that part of profit which was allocated to private 
expenditure. On these grounds the income-tax was looked 
on ‘as legitimate a tax as could be imposed’. 1 

Moreover, the income-tax was preferable to commodity^ 
taxation because it made absentees contribute their fair share 
towards public expenses, which obviously indirect taxation 
failed to do. 2 ^ 

True, these views were entertained only by enlightened 
politicians or by individual economists. But those politicians, 
as has just been shown, were representing a certain section of 
the public who made their views felt in Parliament beyond 
doubt, and those economists were foreshadowing a theory 
soon to become fashionable in English economic thought. 
And both seem to point to the fact that the thirty-seven votes 
which beat the Government did not represent an ‘almost 
universal’ feeling against the income-tax as previous writers 
have often assumed to exist in 1816. This is not to deny, ofl- 

1 R. Torrens, A Letter to the Rt. Hon . the Earl of Liverpool on the State of the Agri¬ 
culture of the United Kingdom and on the Means of Relieving the Present Distress of the 
Farmer and of Securing him Against the Recurrence of Similar Embarrassment (1816), 
p. 22, note, 

2 Loc. cit. For the same line of argument see also Torrens’s Two Letters to the 
Rt. Hon . Castfereaghy Principal Secretary of State , on the Present Situation of the Landed 
Interest and the Intended Partial Repeal of the Income Tax (1816), pp. 8 ct scq. For 
Preston’s views sec his pamphlet, A Review of the Present Ruined Condition of the 
Landed and Agricultural Interests; with Observations on the Distress , the Funding System, 
the Sinking Fund, the Burthen of the Poor, the System of Tithes, in Kind, Stock-Jobbing, 
Usury through the Medium of Redeemable Annuities, Employment of Discharged Soldiers 
and Sailors, the Public Debt and the Expediency of Supporting the Public Faith to its 
Creditors, the Reduction of the Legal Rate of Interest of Money, the Reduction of Rents 
(1816), pp. 27 et seq. See also by the same author, Further Considerations on the 
State of the Nation, the Means of Employment of Labour, the Sinking Fund and its 
application, Pauperism, Protection requisited to the Landed and Agricultural Interest 
(1816), pp. 4 et seq. 
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course, that hostility towards the tax existed; but it certainly 
shows that that hostility has been greatly exaggerated. Our 
task in the lollowmg"chapter is to describe how this hostility 
gradually gave way and how one of the main opponents of the 
tax was converted. We shall see that it was he who recom¬ 
mended it to the country, and succeeded in adopting it as an 
effective instrument of fiscal reconstruction in time of peace. 



CHAPTER IV 


Interim 

I 

T he repeal of the income-tax afforded particular relief 
to traders and manufacturers. As a sop to the landed 
gentry, Vansittart relinquished the war-time duty on 
malt which was regarded as a tax on agriculture. The gap 
which these two and other minor tax remissions created was 
filled partly by fresh borrowing, and partly by an increase in 
the taxation of necessaries and articles of general consump¬ 
tion, particularly soap, tea, coffee, sugar, tobacco, and spirits. 1 
Thus the hopes which might have been entertained ofa peace¬ 
time fiscal reconstruction were disappointed. The extent of 
fiscal dislocation is apparent from the fact that the main pur¬ 
pose of these borrowings and heavy commodity taxes was 
that of defraying the annual charges of the national debt. In 
the year ended 5 January 1818, gross tax revenue amounted 
to £57*6 millions, of which sum more than £36*4 millions 
were derived from customs and excise. 2 If national income 
is taken to be £400 millions, 3 then just over one-seventh of it 
must have been paid in taxes and about one-eleventh in cus¬ 
toms and excise. 4 On the expenditure side, on the other 
hand, one finds that well over one-half this public revenue 


1 Cf. Dowell, op. cit. ii, 239-59. 

2 Parliamentary Papers (1868-9), xxv * 5 2 4 - 

3 Reports of the Committee on National Debt and Taxation , Cmd, 2800 of 1927, 
para. 679, p. 236. 

4 Cf. Clapham, An Economic History of Modern Britain (1930), i. 319. Clapham 
put national income in the late 1820’s at about £300 millions. His authority is 
Parnctl. The disparity between this figure and the one mentioned above may be 
partly due to the fact that in t0t8 the trade cycle was reaching its peak, whereas 
the late 20’s (especially 1829) were years of depression. Cf. also Lilian Knowles, 
The Industrial and Commercial Revolutions in Great Britain in the Nineteenth Century 
(1941), pp. 119-20 and 122. Mrs. Knowles seems to quote with approval J. B. 
Say’s statement that at that period English taxation took up one-half of the 
national income, which is clearly an exaggeration. 
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had been taken up by the annual charges of the national debt, 
which amounted in that year to £31*4 millions. 1 

Budgetary equilibrium was at first sought in cutting down 
certain items of public expenditure; but in relation to the 
large proportion of the revenue swallowed annually by the 
debt, such economies were insignificant. 2 It was this situation 
which led Ricardo to advocate a capital levy and McCul¬ 
loch his scheme of debt conversion. Vansittart’s unshaken 
faith in the sinking-fund not only precluded relief, but also 
saddled the taxpayer in 1819 with extra taxes on tea, coffee, 
cocoa, tobacco, spirits, and malt. 3 

And thus towards the end of his tenure of the Chancellor¬ 
ship of the Exchequer, the country's tax system presented the 
picture of a curious multiplicity of duties improvised partly 
to meet the exigencies of war, and partly the pressing require¬ 
ments of each financial year, with no definite policy under¬ 
lying the whole structure. Indeed, even the hand-to-mouth 
policy which Vansittart endeavoured to follow was breaking 
down. For the disappointing returns of the duties imposed in 
1819 indicated that commodity taxation had already passed 
its reasonable limit, even allowing for the decline in the 
national income after the war. 

Fierce complaints against this muddle came from two op¬ 
posing but highly influential quarters: the country gentry, 
already in the depths of distress, and the commercial interest, 
who were not much better off. The former did not await 
Governmental initiative. Exercising strong influence on the 
legislature, they were able to extort from Vansittart two con¬ 
cessions: the repeal of the tax on agricultural horses, and of 
the duty on malt which had been revived in 1819. Their rival 
interest followed suit with petitions inaugurating a campaign 
for free trade. All parties were thus agreed on one thing—the 
remission of taxation. 

1 Parliamentary Papers (1868-g), xxxv. 525. 

2 Yet cf. Joseph Hume’s motion for economy {Hansard, n.s., v. 1345 et seq.), 
where the case for further retrenchment was advocated. Similarly Joseph Lowe, 
The Present State of England in Regard to Agriculture , Trade , and Finance with a Com¬ 
parison of the Prospects of England and France (2nd ed., 1823), pp. 386-97. 

3 Dowell, op. cit. ii. 256-7. 
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ii 

In 1823 Robinson took over the helm of the country’s 
finances; and at the same time prosperity began to make its 
reappearance. This, together with some improvements in the 
sinking-fund, enabled him to effect considerable tax remis¬ 
sions, and thus began what was to culminate later in the 
Liberal free trade policy. In his first year at the Exchequer 
Robinson abolished and reduced taxes so as to relieve the 
agricultural classes, particularly the small farmer and the 
agricultural labourer. In his second year (1824) he applied 
his anticipated surplus to releasing trade from a multitude of 
cumbersome duties. But while the public applauded this 
liberal line of policy, contemporary observers were not un¬ 
aware of the fact that fiscal reconstruction did not merely 
consist in shaking off trade barriers and redressing agricultural 
grievances. Something more than that, something of a posi¬ 
tive nature, had to be done. 

In fact no sooner was the income-tax repealed than writers 
began to repent of its abolition, suspect the motives which 
caused it, and advocate its revival. 1 Robinson’s few pros¬ 
perous years reduced their clamour but did not extinguish it 
completely. And when the boom came to an end, the sub¬ 
stitution of direct taxation on income or property was more 
strenuously advocated than ever before. This can be distinctly 
seen in the writings of a considerable group of contemporaries 
whose spokesman was Henry Parnell. Parnell was convinced 

1 See, for instance, Preston, op. cit., pp. 27-28; The Property Tax Considered 
with Reference to its Renewal . . ., by a Member of Lincoln’s Inn (1816), p. 16; 
England may be Extricatedfrom her Difficulties .. ., by a Country Gentleman (1816), 
pp. 50-57; A Letter from Montagu Burgoyne Esq., of Mark Hall to the Free Holders of 
Essex'. . . (1816), p. 10; W. Jacob, ‘An Inquiry into the Causes of Agricultural 
Distress’, The Pamphleteer , x. 413-14; An Address to the Electors of the United Kingdom 
containing an Inquiry into the Real Causes of the Present distress, by a Gloucestershire 
Freeholder (1818), p. 35; H. Wilkinson, The Principle of an Equitable and Efficient 
System of Finance (1820), pp. x-xii, and also his pamphlet Properly against Industry , 
or an Exposition of the Partiality, Oppression , Inequality, Injustice of the Present System 
of Finance (1821), pp. 5 ct seq.; Thoughts on Taxation dedicated to the Rt. Hon. the 
Speaker and Gentlemen of the Commons of Parliament (1827), pp. 9 et seq.; Walter 
Boyd, Reflections on the Financial System of Great Britain, pp. 49-50; J. Matson, 
Two Letters to the Duke of Wellington (1829), pp. 3-5; and Richard Bandall, A 
Letter to the Lords and Commons on the Present Commercial and Agricultural Condition of 
Great Britain (1830), pp. 173-6. 
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that the remedy for the fiscal confusion into which the coun¬ 
try had drifted did not lie in tax remissions and reduction of 
public expenditure only. The construction of a sounder tax 
system was imperative: 1 

The proper principle on which the proposed reduction of taxa¬ 
tion and expenditure should be conducted, is that the securing of 
a sufficiency of revenue should never be a matter of doubt; and, 
therefore, it is particularly desirable that whenever a measure be 
taken for reducing taxes on a large scale, there should, at the same 
time, not only be other measures for reducing expense, but also 
a new tax or taxes of such a nature as to make quite certain of 
receiving full as much revenue as will make good all that is wanted 
for the public service. 

It seems to have been generally felt that from the point of 
view of distribution the taxation of expenditure as it then 
prevailed was defective because it failed to distribute the 
burden in proportion to wealth. This seemed indisputably the 
case with taxation of expenditure on necessaries, and articles of 
general consumption; and equally so as regards the assessed 
taxes. Because, in common with all kinds of expenditure on 
consumption, expenditure on those items subject to the assessed 
taxes (e.g. horses, carriages, &c.) diminished in proportion to 
the individual’s wealth or income. And as it stood then the tax 
system was denounced as leading to ‘inequality of condition; 
and as one part of the people become inordinately rich, the 
other become proportionately poor’. 2 To this the free-traders 

1 Sir H. Parnell, On Financial Reform (4th cd., 1832), chap, xviii, p. 269. For 
earlier evidence of views like those of Parnell see A Warning Voice to the Legislators 
and Land-Owners of the United Kingdom (1821), pp. 28-33; and Brief Thoughts on 
the Agricultural Report (1O21), pp. 12 et seq. For later literature see G. Poulett 
Scrope, Principles of Political Economy Deducted from Natural Laws of Social Welfare 
(1833), pp. 442 ct seq.; A Letter to the Earl of Wilton on the Commutation of the 
Existing Taxes for a Graduated Property and Income Tax . . . (1830), pp. 16 et seq.; 
B. Smith, A Property Tax the only Effectual Remedy for the present Embarrassment of 
the Country (Birmingham, 1832), pp. 3-8; E. Jones, Refections on a graduated 
Property and Income Tax (1833), pp. 15, 19, and 23-53; Effectual Remedies for the 
General Distress , by a Man of no Party (1833), pp. 4, 6 et seq.; B. Sayer, An 
Attempt to shew the Justice and Expediency of substituting an Income Tax for the Present 
Taxes . . . (1833), pp. 4-5; and James Silk Buckingham, ‘The Superiority of an 
Income and Property Tax to every other Source of Revenue’, Parliamentary 
Review , vol. i (n.s.), 1834, PP- 365-7. 

2 Wilkinson, Property against Industry , p. 41. Practically all the authorities 
cited above advanced this argument in one form or another. See particularly 
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added another argument. They contended that the country’s 
tax system was detrimental to its general welfare. Falling, as 
it did, on many raw materials, it impeded industry and ham¬ 
pered trade, and was thus responsible for reducing national 
output, ‘The leading general principle’, as a well-known free¬ 
trader put it, ‘should be to tax wealth, after it has been created, 
not farther than is unavoidable during any of the stages of its 
creation. The latter policy which has been followed in many 
parts of our present financial system is like that of plucking 
unripe fruit, or cutting green corn.’ 1 This system had been 
endured either on account of ignorance or the pressure of war 
and its aftermath, but the wider knowledge of a new generation 
should provide the country with a better substitute. 2 

As to the desired tax, which was generally believed would 
redress the prevailing distributional inequality, persons of all 
shades of opinion were agreed that it must be an income-tax. 3 
Besides the generally accepted view that it would effect all 
taxpayers in proportion to their means, some writers began 
to see in it a far-reaching redistributional instrument. It would 
reduce high incomes, generally spent on luxuries, in order to 
provide for substantial public services and would thus con¬ 
duce to the general welfare. 4 In addition, it would be very 
cheap to collect and easy to administer. 5 

hi 

Many of the technical problems involved in the application 
of the tax were also discussed by contemporaries. Primarily, 
there was the question as to whether the tax should fall on 
net or on gross income. The old war-time method of estimat¬ 
ing the individual’s ability to pay according to his gross 

Edward Jones, Reflections , pp. 4-6; Buckingham, loc. cit.; and A. Dunlop, 
‘Sketches on Political Economy’, The Pamphleteer , xi. no. xxii, p. 437. 

1 Scrope, Principles , pp. 442-3 and 354-g; cf. also Bandall, loc. cit.; and E. 
Jones, op. cit., pp. 29 and 42. For a more detailed exposition of the same see A 
Letter to the Earl of Wilton . . pp. 5-14. 

2 Wilkinson, Property against Industry , p. 3. 

3 Parnell, op. cit., p. 3; and the literature mentioned in p. 73, note 1 above 
and p. 75, note 2 below. 

4 An Address to the Electors of the U.K., p. 35; Anthony Dunlop, op. cit., pp. 414 
and 437; and An Inquiry into the Causes of Agricultural Distress, p. 414. 

5 Hubbersty, Brief Observations , p. 20. 
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income was condemned. Its pressure was now regarded as 
unequal, and unjust. 1 Nevertheless, there did not seem to exist 
any clear definition as to what was meant by net and gross 
income. Probably the distinction had been originally sug¬ 
gested by the clause in the act of 1803 which made allowance 
for the expenses involved in repairs to property under 
Schedule A. 

Secondly, there was the question of the desirability of ex¬ 
empting a subsistence minimum, in which all contemporaries 
concurred. As Buckingham maintained, only those should be 
taxed who could afford to contribute to the maintenance of 
the State without depriving themselves of any of the neces¬ 
saries of life. 2 

The third point which attracted attention in those years, 
was that of differentiation between the different sources of 
income. Writers who discussed this question drew a distinc¬ 
tion between permanent and temporary, or precarious, in¬ 
comes. They maintained that the criterion of ability to pay 
should be that of net permanent income. Only thus could 
equality be secured. For a man with a precarious income, un¬ 
like the man with permanent income, was obliged to save for 
the future. 5 Accordingly, while the latter kind of income was 
to be charged above the limit of exemption, at the standard 
rate, temporary or precarious incomes were to be allowed a 
certain relief. 

But while on this there seems to have been a general agree¬ 
ment, the extent of this relief gave rise to three different sug¬ 
gestions. These deserve attention because each of them 

1 The Property Tax Considered, p. 16. 

1 Buckingham, op. cit., p. 367; and also ibid., p. 27. For a similar line of 
argument see Jones, op. cit., p, 57; and An Address to the Electors of the XJ.K, y p. 38. 
The last three works do not discuss this point at length; but their adherence to 
the principle can easily be discerned in the schedules of graduated rates they 
give, beginning from an exemption point of £50, £100, and £60 respectively, 
below which no tax was to be charged. Two other contemporaries suggested 
^iooasa reasonable limit of exemption, and a third one suggested £75. See the 
Alarming State of the Country considered , and the Causes thereof Explained with Observa¬ 
tions upon the Poor Law Amendment Bill . . . (1835), pp. 35-36; Three Letters to the 
People by one of the Middling Classes (1837), pp. 103-9; and B. Sm ith, A Property Tax 
the only Effectual Remedy for the present Embarrassment of the Country (Birmingham, 
1832), p. 5. 

3 The Properly Tax Considered, p. 19; and Edward Jones, op. cit., p. 36. 
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contributed to what was later to become a distinct school of 
thought. 

One writer, Edward Jones, suggested that temporary in¬ 
comes should be taxed at 75 per cent, of the standard rate, 
except commercial profits derived from capital, which were 
to be taxed at the standard rate. 1 

Another writer offered a more detailed discussion of the 
subject. He divided temporary incomes into five subdivisions 
Temporary incomes of Government annuitants for a term of 
years, should be considered mainly as capital and therefore 
should be taxed on an assumed income of 5 per cent, of the 
annuity. An annuitant who received, say, £1,000 a year, 
should be treated as having £150 annual income, and should 
be charged accordingly. Assuming an income-tax of 10 per 
cent., his tax liability would therefore be £15. Landed in¬ 
comes, other than permanent ones, should be allowed certain 
deductions to be decided according to circumstances by the 
Commissioners, and the remainder charged at a standard 
rate. Life annuitants should be allowed a deduction of 25 per 
cent, of their tax liability (as worked out at the standard rate) 
in order to meet the expenses of their insurance policy which 
they normally wanted to bequeath to their heirs. Similarly, 
traders should be charged at the same rate as life annuitants, 
with no special allowance for more precarious business. 2 
Recipients of professional incomes and of incomes from 
manual or mental exertion were, because of the precarious 
nature of their earning power, to enjoy further reduction. 
They should be charged at 70 per cent, of the standard rate. 3 
Incomes from offices, if permanent, should be taxed like life 
annuities and traders, and if temporary, at the rate of 70 per 
cent., applicable to professional incomes; and incomes from 
the cultivation of land should be similarly treated. 4 

A third suggestion was that it would be fairer and more 
practicable to effect differentiation by means of computing 
the capitalized value of each income and taxing the interest 


1 Jones, loc. cit.; and cf. also B. Sayer’s, An Attempt to shew the Justice . . 
pp. 203-4 and 227; and H. Wilkinson, Property against Industry , p. 18. 

2 The Property Tax Considered, p. 23. 

3 Loc. cit. 


. 4 Ibid., p. 26, 
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on that at a uniform rate. The formula suggested for com¬ 
puting the capitalized value of each income was that of multi¬ 
plying the annual income by the number of years during 
which the recipient could normally expect to receive it. 
When the number of years was uncertain, a conventional 
figure should be employed. Tax should then be imposed on a 
certain percentage of the capitalized value which would re¬ 
present the normal rate of interest accruing from it. 1 

Contemporaries were also divided on the question of 
graduation. Paley’s argument for graduation found new ad¬ 
herents, not only among Radicals such as Thomas Attwood, 2 
the leader of the ‘Birmingham School*, and James Silk 
Buckingham, 3 a well-known contemporary traveller, politi¬ 
cian, and journalist, but even among Whigs like Tennyson 
D’Eyncourt, 4 who had to undertake to support a graduated 
tax before his election to the first reformed House for the 
Borough of Lambeth in 1832. The spokesman of this group 
was Buckingham. Together with the others, Buckingham re¬ 
asserted Paley’s argument and cited his works in support of a 
graduated tax. 5 Apart from the wider publicity which Buck¬ 
ingham and his followers gave to this view, their contribution 
to the reform movement was practically nil. The theory still 
remained in the vague outline in which Paley and earlier 
writers left it. 

The opposite school argued for a flat rate. Briefly stated, 
their argument ran as follows: Under commodity taxation 
small incomes paid more in proportion to their size than large 
incomes. Therefore, the mere fact of changing from a system 
of commodity taxation to one of direct taxation of income 
would relieve the majority of taxpayers and would shift the 
burden on to the well-to-do. Clearly this line of argument did 

1 Hubbersty, op. cit., pp. 15 ct seq. 

3 Attwood was even arguing for a redistributional system of finance. See S. G. 
Checkland, ‘The Birmingham Economists, 1815-1850*, The Economic History 
Review (1948), pp. 14-15. 

3 See p. 73, note 1 above. 

4 George Hill, The Electoral History of the Borough of Lambeth (1879), p. 28. 

5 Buckingham, op. cit., pp. 370 et seq.; similarly E. Jones, op. cit., pp. 53 ct 
seq.; An Equitable Property Tax (1831), pp. 19-23; The Property Tax Considered , pp. 
27-28; The Alarming State of the Country, pp. 35-36; Three Letters to the People , pp. 
103-9; an< ^ Effectual Remedies , pp. 4 et seq. 
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not refute the case for graduation, and as such was no argu¬ 
ment against it. Nevertheless, the new system which was 
advocated was a positive advance towards a better system of 
tax distribution. It seems that it was shaped more by practica¬ 
bility than by considerations of perfect equity. 1 

Both these groups of writers, whether they argued for or 
against graduation, accepted Adam Smith's four maxims as 
their premisses, and underlying the greater part of their writ¬ 
ings was the fundamental idea that the tax system should be 
distributionally neutral. Apart from a small group of Radi¬ 
cals, who regarded income-tax as a redistributional instru¬ 
ment, the majority of the writers of the period had not yet 
shaken off the shackles of the eighteenth century. 

IV 

Between Liverpool's death and the Whigs’ accession to 
power late in 1830, a number of changes took place. Liverpool 
was succeeded first by Canning and then by Goderich. In his 
own administration Canning took over the Chancellorship of 
the Exchequer and retained Huskisson at the Board of Trade 
to continue the liberal trade policy which he had already 
started. In Goderich's short-lived administration, J. C. Her- 
ries became the new Chancellor; and when the Duke suc¬ 
ceeded to the premiership, it fell to Goulburn to introduce 
the three budgets of 1828, '29, and ’30. In the first Goulburn 
followed the recommendations of the well-known Finance 
Committee of 1828 (whose chairman was Parnell), and 
abolished the mockery of the sinking-fund and reduced the 
Army, Navy, and Civil Estimates. In the second and third he 
yielded to the clamorous demand for the further remission 
of taxation and reduced the duties on sugar, silk, coal, and 
tobacco, and abolished those on leather and beer. 2 In his 

! Sec, for instance. An Address to the Electors of the U.K. y p. 36; and also Richard 
Heath field, Observations Occasioned by the Motion in the House of Commons ... by 
G. R. Robinson . . .for a Select Committee ... (1833), pp. 7— 11; and Sayer, op. cit., 
pp. 221-4, 

1 Dowell, op, cit. ii. 270 et seq.; and cf. S. Buxton, Finance and Politics (1888), 
vol. i, chap, ii, pp. 27-32; and J. F. Rees, A Short Fiscal and Financial History of 
England , i8ig~igi8 (1921), pp. 55 et scq. For a brief contemporary account of 
the Tory finance after the war sec Pebrcr Pablo, Taxation y Revenue, Expenditure , 
Power t Statistics, and Debt of the whole British Empire . .. (1833), pt, i, pp. 90 et seq. 
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third and last budget speech, Goulburn alluded to the income- 
tax as a possible substitute for some of the then existing duties; 
but after full consideration, so he told the House, the Govern¬ 
ment had decided otherwise. The reason for which they re¬ 
jected it is particularly significant: it seemed to involve ‘the 
transfer of the charge from the shoulders of one party to those 
of another’. 1 That is to say, it was rejected for the very reason 
which ought to have urged its introduction. Goulburn, how¬ 
ever, took care not to condemn the tax on principle. 

v 

The successive reductions of taxation which the Tories had 
effected did not substantially change the tax structure. 2 In¬ 
deed, to their successors, the reductions only meant a decrease 
in the yield of revenue from £54/8 millions at the beginning 
of 1827 to barely more than £50 millions at the beginning of 
1831. 3 When Althorp became Chancellor of the Exchequer 
his surplus hardly amounted to £300,000. Retrenchment and 
tax remission no longer offered a way out of the prevailing 
confusion, as was clear to enlightened men of all parties. 
Poulett Thomson, indeed, seems to have hit the nail on the 
head when he told the House, in the course of a debate on 
his motion for an inquiry into the country’s tax system, 
‘it is not of the amount of revenue that I complain: it is 
not of the extent of taxation. It is not the sum of money 
which passes into your treasury—it is the manner in which 
you raise it, which checks your industry, destroys your 
energy, and must leave you at last to ruin and poverty.’ 4 
Other responsible speakers denounced the same faults in 
the tax system, and pointed to the same dangers of its un¬ 
equal incidence. 5 

Nor was Poulett Thomson’s the only motion of its kind. 
Indeed, at this period few sessions passed without some 

1 Hansard (2nd series), xxiii. 309; and cf. Rees, ibid., pp. 74-75. 

2 Cf. Huskisson’s admission of this fact, Hansard (n.s,), xxiii, 885. 

3 Parliamentary Papers (1868-69), xxxv. 531 et seq. 

4 Hansard (n.s.), xxiii. 863. 

5 See, for instance, Huskisson (ibid., pp. 914-15); Althorp (ibid., pp. 908-9); 
Parnell (ibid., pp. g 10-12); G. R. Robinson ( Hansard , 2nd series, xvi. 1074 
et seq.); and Joseph Hume (ibid., pp. 1099 et seq.). 
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petitions being submitted to Parliament, complaining of the 
inequality of tax distribution, or without some motions being 
brought for the appointment of a committee to revise the 
whole tax system. Of all these petitions, the one presented by 
Hobhouse was most representative. After expressing their 
demand for parliamentary reform, the petitioners also prayed 
that the present system of taxation might be remodelled, and 
proposed the adoption of a graduated property tax. 1 Similar 
motions were brought by W. Maberly, 2 Hobhouse himself, 3 
Peel, 4 and later on by G. R. Robinson. 5 

It was thus to be expected that fiscal reconstruction would 
constitute a principal item in the Whigs’ programme of re¬ 
form. And with Althorp at the Exchequer the revival of the 
income-tax was quite probable. For it was in his rooms that 
Parnell and the other advanced Whigs engineered their par¬ 
liamentary attack on the Government’s fiscal muddle, and it 
was there that they must have discussed the Tory reaction to 
a liberal finance which would include an income-tax scheme. 6 
Accordingly, when Poulctt Thomson launched the attack, 
Althorp showed himself unreservedly in favour of the tax: 
‘He had no hesitation in saying that, to grant relief to the 
productive population by reduction of taxes, and to impose 
a property tax to meet the deficiency thus occasioned, would 
be a very good measure.’ 7 Yet his budget of 1831 was devoid 
of such a measure. The explanation lay in the fact that in 
Brougham’s judgement such a change was then inopportune; 
and it seems that his views prevailed within the Cabinet. 8 To 
judge by the stiff opposition raised by Althorp’s alternative 
scheme of taxing the transfer of real and funded property, 9 
Brougham’s opposition was not ill-advised. 


1 14 Feb. 1831, Hansard (3rd series), ii. 487. 

2 28 Feb. 1823, ibid, viii, 302 et scq. 

3 2 Mar. 1824, ibid. x. 652 et scq. 

4 15 Feb. 1828, ibid, xviii. 422. 

5 26 Mar. 1833, ibid. xvi. 1072 et scq.; and 24 Mar. 1836, ibid, xxxii. 553. 

6 For details see Sir D. Le Marchant, Memoirs of John Charles Viscount 
Althorp (1876), pp. 238 et scq. 

7 Hansard (and series), xxiii. 908. 

8 Le Marchant, op. cit., pp. 273-4; and cf. Buxton, Finance and Politics , i. 
5 1 * 

9 For details see Hal£vy, op. cit. iii. 88-91; and Buxton, op. cit. i. 32-34. 
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While, on the Tory side, some were doubtless genuinely 
opposed to an income-tax on principle, a number of influen¬ 
tial members, such as Huskisson, 1 Goulburn, 2 and Herries, 3 
the Chancellor of the Exchequer in Goderich’s short-lived 
ministry, were favourably disposed towards it. But, of course, 
no Tory, however well disposed towards the tax, would vote 
it for the Whigs. The following extract from a letter by Lord 
Hertford to John Croker explains this fact clearly: 4 

Dear Croker, 

... I have always liked in the general sense of public advantage, 
and disliked in the sense of personal disadvantage, the Income 
Tax. But I would not confide such a tax to a government which 
I opposed. My notion of it has always been that it might remedy 
the great error of the Resumption of Cash Payments Bill, by being 
so arranged as to give incomes derived from land, professions, and 
trade many deductions and allowances, and fall on funded and 
fixed money incomes with such force as a little to rectify this old 
error. But I must have real confidence in a government to entrust 
it with this screw, which, by turning a little more or less, squeezes 
5, sometimes io or more per cent. 

So, being unable to effect any substantial reform, Althorp 
was compelled to follow in his predecessors’ steps. He re¬ 
mitted and reduced numerous items of customs and excise 
duties, and some of the assessed taxes, to the great advantage 
of the taxpayer. But to the advocates of reform this policy was 
far from satisfactory. Thus, not long after the new House 
assembled, G. R. Robinson confronted it with a motion for the 
appointment of a select committee to inquire into the whole tax 
system 'with a view to a Repeal of those burthens which press 
most heavily on productive industry, and the substitution 
of a tax on property in lieu thereof’. 5 Robinson prefaced 
his motion with a detailed criticism of the Government 

1 See his speech of 18 Mar. 1830 {Hansard, xxiii),and also that of 25 Mar* 
(ibid.). 

2 Cf. p. 79 above and p. 83 below. 

J Cf. Gladstone’s article in the Nineteenth Century , xxi. 934, where reference 
was made to Herries’s evidence before Parnell’s Committee of 1828, and his 
attitude as regards the income-tax. 

4 The Croker Papers (1885), ii. 125. 

5 Hansard (3rd series), xvi. 1072 et seq. 
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fiscal policy and particularly stressed its failure to meet the 
requirements of growing industry and commerce. Other 
eminent speakers supported him, among whom were War- 
burton, Hume, Torrens, O'Connell, and D. W. Harvey. The 
motion was, however, defeated by 221 to 155 votes. 

Whether it was doubt concerning Althorp’s ability to 
undertake the prodigious task of reconstructing the whole 
tax structure, which made the Whigs oppose Robinson’s 
motion, or whether it was Brougham’s influence still working 
within the Cabinet, or whether it was that the Government 
doubted the full approval of the country, is not quite clear. 
One thing is, however, clear, and that is that the project of 
substituting an income-tax for most of the existing indirect 
taxes was gradually winning favour. 1 

By the time Althorp left the Exchequer, the policy of tax 
remission based on retrenchment was completely played out. 
The only thing left for his successor, Spring Rice, to do was to 
repeal the duty on stained paper in 1836, and to reduce that 
on paper and newspaper. From then onwards, the trend of 
events made a new line of policy necessary. Military and 
naval expenditure increased as relations with the Govern¬ 
ment of Louis Philippe became more strained. This, nd 
severe trade crises in 1837 and ’39, accompanied by harvest 
failures in the late 30% and the absence of any positive 
budgetary policy, made deficits inevitable. Baring’s only 
attempt at dealing with the situation was to impose in 1840 
a general increase of 5 per cent, on all excise and customs, 
and a rise in the assessed taxes. When this crude remedy was 
found to be unavailing, the opposite course of making a 
wholesale reduction in all excise and customs was attempted 
in 1841; but at this stage Peel stepped in and changed the 
trend of English fiscal history. 

VI 

'Of almost all the great measures with which his name is 
associated’, Walter Bagehot wrote in a delightful sketch on 

1 Cf. A Portion of the Journal kepi by Thomas Raikes Esq. , from 1831 to 1848 , Com¬ 
prising Reminiscences of Social and Political Life in London and Paris during that Period 
(new ed,, 1858), vol. i, 26-30 April 1833, pp. 111-12. 
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Peel’s character, ‘he attained great eminence as an opponent 
before he attained even greater eminence as their advocate/ 1 
Bagehot then went on to mention Peel’s position with regard to 
the Corn Laws, to the currency, to the criminal law, and to 
Catholic emancipation; and if he had added the income-tax, 
he would not have been wrong. 2 For in all the controversies 
to which these questions gave rise, Peel reflected the public’s 
mind, which, although slow to accept innovation, can even¬ 
tually be persuaded by plain argument. 

The story of Peel’s conversion to the income-tax is well 
known, 3 and need only be briefly mentioned here. The 
Whigs’ muddle convinced him that his object should not be 
merely that of meeting the annual deficit by means of‘miser¬ 
able dribbles of taxation which occupy the attention of pro¬ 
visional Chancellors of the Exchequer’. 4 His real task, as he 
saw it, was to revise the whole stereotyped fiscal system then 
in force and thus to revive the country’s economic life which 
had been brought to a standstill. After close consultation 
with his colleagues, he resolved on reintroducing the income- 
tax. Goulburn, 5 Graham, 6 Stanley, 7 Ripon, 8 and Ashburn, 9 
all admitted in varying degrees, that it would satisfactorily 
answer the dual purpose of balancing the budget and afford¬ 
ing the Government enough surplus to carry out essential 
tariff reform. To this, Goulburn added that, with its limit of 

1 W. Bagehot, Biographical Studies , p. 6. 

2 Peel showed his opposition to the income-tax on three previous occasions. 
For details see M. T. Torrens, Life and Times of Sir James Graham (1863), ii. 
206-7; ar *d c f Hansard (2nd series), xxiii, 911 et seq. 

3 See Buxton, op. cit. i. 53-57; Dowell, op. cit. ii. 304, and iii. 119; Rees, 
op. cit., pp, 87-92; and G. R. Fay, Great Britain from Adam Smith to the Present 
Day (1944), pp. 61-65., For contemporary literature sec Sir S. Northcote, 
Twenty Tears of Financial Polity (1862), pp. 27 et seq.; and William Tayler, op. 
cit., p. 101. 

4 Hansard (3rd series), lxi, 436. 

5 G. S. Parker, Sir Robert Peel from his Private Papers (1899), ii. 490-1. 

6 Ibid., pp. 492-3; and cf. F. Hyde, Mr. Gladstone at the Board of Trade (1934), 
pp. 14-15; and also Torrens, Life and Times , loc. cit. 

7 Parker, op. cit., pp. 493-4. 

8 Ibid., p. 496. 

9 Ibid., pp. 498-501. Herries, Goderich’s Chancellor of the Exchequer, who 
was neither a member of Peel’s administration, nor even in Parliament, was 
consulted and showed himself in favour of the income-tax. Ibid., pp. 506-7 and 
5 2 3 ~ 4 * 
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exemption, the income-tax would particularly relieve lower 
income groups. 

But although they were certain of the soundness of the tax 
itself, Peers lieutenants feared its unpopularity. Stanley was 
particularly explicit: he advised his chief not to venture on 
such a measure unless he was ‘driven’ to it. Gladstone, how¬ 
ever, stood alone in his opposition to the tax on principle. 1 
He asserted that the tax would encourage evasion, would be 
highly inquisitorial, expensive and difficult to collect, would 
arouse the opposition of the commercial class, and above all, 
was of such a character that all these objections would apply 
to it whether it were to be levied at a higher or lower rate. 
Instead, he suggested the revival of the house-tax, originally 
introduced by North and lately repealed by Althorp, He saw 
in it a tax which was easier to carry out, and less inquisitorial 
than the income-tax. Also, he argued, it was more equitable: 
not only was it capable of graduation, which would make the 
rich contribute proportionately more than the poor, but also 
it would involve no such a differentiation as that which an 
income-tax seemed to necessitate—a differentiation which it 
would be impracticable to introduce and inequitable to omit. 
Graham, the best-informed member of the Cabinet on econo¬ 
mic questions, 2 and who owed no small part of his experience 
to past association with Whigs and Radicals, argued differ¬ 
ently. Gladstone’s graduated house-tax would be vehemently 
opposed; would not be easily administered; and, above all, 
would not yield enough revenue. 3 Goulburn added to this 
that though it was not inquisitorial, and was in this respect 
superior to an income-tax, the proposed house-tax was, 
nevertheless, bound to fall on outward signs of opulence, and 
was not therefore capable of reaching all incomes equally. 
Hence it would be inequitable. 

Peel was eventually led to accept the view of the majority 

1 Parker, op. cit., pp. 502-4; and Hyde, op. cit,, pp. 8-15. 

2 For Gladstone’s admission of this fact sec Lord John Morley, Life of Glad¬ 
stone (1905), i. 114. 

3 Gf. G. S. Parker, Life and Letters of Sir James Graham (1907), i. 309, where 
these views will be found in a letter from Graham to Peel. The same will also 
be found in his Sir Robert Peel from his Private Papers, ii. 507; and in Hyde, op. cit., 
PP- , 4 ~ , 5 * 



Interim 85 

of his advisers against that of Gladstone. It was Goulburn’s 
last point which seemed to carry most weight with him—the 
fact that the house-tax, like all the rest of the assessed taxes, 
was after all a tax on expenditure, and as such did not corre¬ 
spond with the ability of the various classes to pay. Also, it 
did not reach absentees who, although they derived their 
income from the country, chose to live abroad and thus 
avoided contributing to its public expenses. 1 Thus the tax 
was once again introduced. The reintroduction in time of 
peace of what had been a war-time measure inaugurated a 
new epoch in English fiscal history. The justification of this 
was the desperate situation of the country’s finances. 2 

1 Hansard (3rd scries), Ixii. 160-2. 

2 The five years 1837-41 were already years of deficit; the deficit in the year 
1841-2, on the basis of the taxes in force before the introduction of income-tax, 
was estimated at £2 3 millions, and in the following year at £2-4 millions. 
See Peel’s budgetary statement, ibid. Ixi. 427 et seq., and also vol. Ixii, pp. 
158 et seq. 
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Peel’s Tax and its Critics 

I 

T he popular view has always regarded Peel’s tax as ‘a 
reprint’ 1 of its predecessor. This is due to the fact that, 
in its main features, the tax bore a strong resemblance 
to that of 1806, especially as regards the flat rate (now re¬ 
duced from 2 s. to 7 A. in the £)> and the exemption of a sub¬ 
sistence minimum. Yet in certain respects the new tax was 
more favourable to lower incomes. The exemption limit was 
raised from £50 to £150 and this benefited not only those 
with low investment incomes, but also those whose incomes 
were taxed according to the system of abatements described 
in Chapter III, The improved circumstances in which the 
new Act was introduced, gave its framers a better chance of 
relieving owners of low incomes. Thus, Pitt’s opinion that all 
low incomes should be exempted irrespective of their source, 
now prevailed, and henceforth this remained an essential 
feature of the tax. 

Of course this practice sacrificed the rudimentary form of 
differentiation which Lord Henry Petty’s amendment had 
brought about. 2 But the sacrifice was desirable in view of the 
relief it gave to the lower-income groups. The raising of living 
standards and the increase of efficiency were more important 
than any system of differentiation, and the one embodied 
in the war tax was, in any case, of a very rudimentary 
kind. 

The new level of exemption entailed one minor alteration 
with respect to the life insurance allowance. Under the Act 
of 1806, it will be remembered, owners of incomes under £ 150 
were entitled to a deduction of life insurance premiums. That 
was no longer required and hence was dropped in 1842. 
Besides the readjustment of the exemption limit, the new 

1 Scligman, The Income Tax , p. 132; and Dowell, op. cit. iii. 119. 

2 Cf. Chap. Ill, p. 57 above. 
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Act introduced two other improvements: (a) the exemption 
of interest from savings banks deposits, and ( b ) the reduction of 
the assessment of farmers from 75 per cent, of the amount of 
their rent to 50 per cent, in England, and from 50 per cent, to * 
33*3 P er cent, in Scotland. Slight administrative changes were 
also introduced which do not concern us and need not be 
mentioned here. All through the ten years during which 
Peel’s tax was in force, no improvement of doctrinal signifi¬ 
cance was introduced. 


II 

The debates in Parliament following Peel’s budgetary state¬ 
ment quite clearly indicate that differentiation had already 
won a considerable body of supporters. Many speakers 1 
on both sides of the House criticized the uniform rate at which 
the tax was to be levied; but, while Opposition speakers re¬ 
garded this defect as sufficient grounds for rejecting the Bill, 
Peel’s supporters were, of course, content to express the ‘hope’ 
that the defect would be rectified as soon as possible. As 
practically everything which was said in the House was said 
at greater length in contemporary literature, the income-tax 
controversies can best be reviewed by examining the writers 
of the time. It will then suffice simply to point out the differ¬ 
ence in attitude between the theorist and the legislator. 

hi 

The revival of the tax gave rise to two controversies. The 
first was that launched by the effete orthodox school and 
concerned the relative merits of the whole system of direct 
assessment of income as compared with that of indirect taxa¬ 
tion. The other, which was raised by the advocates of direct 
assessment of income was concerned with the best means of 
realizing equality in tax distribution. 

In the first controversy, McCulloch now came forward as 
the spokesman of the orthodox school. His support of indirect 

1 Sec, for example, the speeches of B. Hawes ( Hansard , 3rd series, lxi. 952); 
Poulett Scrope (ibid., p. 995); C. Wood (ibid., p. 984); Lord R. Grosvenor 
(ibid., pp. 1119-22); C. Buller (ibid., pp. 1125 ct seq.); Dr. Bowring (ibid., 
p. 1140); S. O'Brien (ibid., pp. 1142 et seq.); R. Palmer (ibid., pp. 1146 et seq.); 
■M. Atwood (ibid., pp. 1156-8); and J. A. Roebuck (ibid., pp. 1163-9). 
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taxation took the form of severe criticism of the now popular 
doctrine of direct assessment of income. His argument serves 
to illustrate the tenets of this school of thought. 

Like many writers, McCulloch held that taxation should 
fall on income, and not on property or capital. 1 He, further, 
made it clear that practicability came first and considera¬ 
tions of equality came second : 2 more important than equality, 
for instance, were ease of assessment, the taxpayer’s con¬ 
venience, the question of incentive, and so forth—considera¬ 
tions which, in his view, were only compatible with indirect 
taxation. With these as his two guiding principles, he set out 
to examine the income-tax critically. 

In the first place, he argued that the amount of income 
could not be ascertained with any accuracy, save where it was 
derived from realty. Consequently, evasion would take place, 
no matter how careful the scrutiny of the assessment. 3 

Secondly, the sources from which income was derived 
placed another and even more difficult impediment in the 
way of effecting direct assessment. To distribute the tax 
fairly, cognizance should be taken of the duration and nature 
of the sources from which income was derived. Obviously a 
permanent or secure income would not be equivalent in 
value to another of a temporary or precarious nature, 
although they both might be of the same amount. Yet essen¬ 
tial as it might be in theory, differentiation was impracti¬ 
cable, the reason being the difficulties in ascertaining in each 
case the variables on which differential taxation would de¬ 
pend. To effect differentiation with anything like fairness, 
there should be deducted ‘from the income of the professional 
man such a portion as would effect an insurance on his life for 
a sum equivalent to the present value of his income’ ; 4 the 
remainder would have to be charged at the standard rate. 
But to effect such a deduction, it would be necessary to know 
how long the taxpayer was likely to live, and what rate of in¬ 
terest would prevail in the credit market over that period— 
two circumstances which there were no means of ascertaining. 

1 J. R. McCulloch, 'Treatise on the Principles and Practical Influence of Taxation 
and the Funding System (1845), pp. 7, 42, 114, 117, and 124. 

1 Ibid., p. 119. 3 Ibid., pp. 125-6. 4 Ibid., p. 129. 
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Nor was that all. There were other grounds on which the 
tax could be attacked. In the case of farmers, for instance, 
losses were completely overlooked, and a certain proportion 
of their rent was always taken as a definite sign of their in¬ 
come, whereas in some years that portion might not cover 
their expenses. 1 Moreover, the tax ignored the difference in 
incomes which arose from the quality of the land, and treated 
incomes from inferior lands on an equal basis with those de¬ 
rived from good lands. 2 Finally, even the notion of a subsis¬ 
tence minimum was open to criticism; for not to allow any 
exemption would necessarily entail hardship, but if any were 
to be allowed, then difficulty arose in fixing a logical starting- 
point. 3 

McCulloch’s attitude towards graduation was even more 
conservative. He opposed it not only because of its redistribu¬ 
tional effects, which would subvert the order of society, but 
because it would also lead, if carried to its logical conclusion, 
to total confiscation. For there was hardly any reason why it 
should be logically discontinued at any particular point at all. 
Moreover, graduation would extend the taxational power of 
the State beyond the conventional limit of defraying the cost 
of essential community services, and allow it to redistribute 
wealth—a task for which it was not well fitted. 4 

This was the argument of the old guard which was now 
outmoded. Most of their objections to the income-tax did not 
amount to a matter of principle. They only questioned the 
practicability of an equitable tax, and at that stage, there was 
some force in their criticism. Nevertheless, despite all the bit¬ 
ter attacks which they launched against the newly rising 
theory, time was against them. They were fighting a lost 
battle. The growth of trade and industry made the cumber¬ 
some system of indirect taxation insupportable; and the fiscal 
structure had to be adapted to the requirements of the new 
age. Signs of the new movement can be seen not only in 
the reports of official investigations (such as the well-known 

1 Ibid., p. 131. 

2 Apparently McCulloch overlooked the fact that the farmer’s rent often 
varied according to the quality of his land. 

3 Ibid., pp. 139 et seq. 


4 Ibid., p. 142. 
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Committee on Import Duties on which Parnell sat), 1 but 
also in the clamorous agitation with which the commercial 
and industrial centres demanded the change from indirect to 
direct taxation. Among a number of bodies which sprang up 
in this period for the purpose of promoting the change, one of 
the earliest was the Liverpool Financial Reform Association. 
The programme of the Association and its publications are 
representative of the new theories and illustrate the point at 
which they diverge from those of McCulloch’s school. 

IV 

The Liverpool Association was founded in 1848, for the 
purpose of advocating retrenchment in public expenditure, 
and the substitution of ‘a simple and equitable system of direct 
taxation, fairly levied upon property and income’, 2 for the 
then existing method of taxation of expenditure. The justi¬ 
fication of this demand will become clear if it is borne in 
mind that, despite the revival of the income-tax, the excise 
still provided 25 per cent, and the customs 38 per cent, of the 
total tax revenue which then amounted to £51*4 millions. 3 

In substance the grounds on which the Association sought 
change were those which we have seen in the previous chap¬ 
ter; 4 namely, (a) that commodity taxation tended to raise 
prices, diminish consumption, and thus spread unemploy¬ 
ment, 5 and ( b ) that commodity taxation failed to distribute 
the burden according to ability to pay. 6 Under a system of 
finance such as the one then prevailing, the community, it 
was held, was divided ‘into two classes—one those who pay, 
the other those who spend, the taxes. The former comprise 

1 Parliamentary Papers , no. 601 of 1840. 

2 Liverpool Financial Reform Association Tracts (1848), Tract no. 1, p. 16. 

3 For actual figures see Parliamentary Papers (1847-8), xxxix. 168. 

4 Supra , pp. 73 et seq. 

5 Liverpool Financial Reform Association Tracts , Tract no. 3, pt. ii, p. 7. Clearly 
this line of argument overlooked the role which public expenditure played in the 
national economy. For another aspect of this question as discussed by contem¬ 
poraries sec W. Johnson, Reduction of Price and Rate of Duty. Remarks on the 
Fallacy of the Doctrine that by Reduction of Price and Rate of Duiy y Consumption can be 
Increased in a Greater Proportion than Price is Decreased , and so much so as to Produce 
Increased Revenue (1845), PP- 3 Scc h Similarly, see W. B., The Comparative Merits 
of Direct and Indirect Taxation (1846), pp. 3-17. 

6 Liverpool Financial Reform Association Tracts , Tract no. 15, p. 1* 
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the great mass of the population . . . the other, the favoured 
few, who from accident of birth or connexion, are exempt 
from the necessity of toil, and who seem on that account . . * 
to be relieved from the duty of contributing their fair and 
proportionate amount/ 1 They maintained that the main 
opposition to the change which they advocated came from 
those who had a vested interest in the existing system and who 
feared the effect upon their own fortunes of revealing to the 
public the injustice of the tax distribution. 2 

After a detailed examination of the various duties then 
levied on articles of general consumption, and after pointing 
out their disadvantageous impact on the majority of the 
population, the Association emphatically declared that a 
radical change in the method of levying taxes was essential 
if the standard of living, both physical and moral, of the 
masses was to be improved. 

This was the prevailing mood of the time. 

v 

The other controversy arose among the supporters of the 
tax. They were divided into three groups: the first, the 
Radicals, who actively advocated the adoption of the tax per¬ 
manently, and suggested its remodelling on a graduated and 
differential basis; the second, who contended for differentia¬ 
tion only; and the third, who defended the tax as it stood 
then. Let us examine each of these in turn: 

The two spokesmen of the Radical group were still David 
Buchanan and James Silk Buckingham whose contributions 
have been alluded to at an earlier stage of this inquiry. 3 They 
still continued to reassert their old arguments in favour of 
graduation in new publications better suited to the require¬ 
ments of the time. 4 They were able to find new adherents; 5 

1 Ibid., Tract no. 3, p. 3. 

2 Ibid., Tract no. 15, p. 1; and also Tract no. 3, p. 5. 

3 Supra , pp. 59-60, 73, 75, and 77. 

4 See David Buchanan, An Inquiry into the Taxation and Commercial Policy of 
Great Britain (Edinburgh, 1844), especially pp. 100 et seq,; and Buckingham, 
Plan for an Improved Income Tax and Real Free Trade , with an Equitable Mode of 
Redeeming the National Debt (1845), pp. 5 et seq. 

5 See, for instance, R. Hilditch, Aristocratic Taxation: its present State, Origin , 
and Progress , with Proposals for Reform (2nd ed., 1842), pp. 37 et seq.; Graduated 
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but it can hardly be said that their exposition was as yet free 
of ambiguity or imperfection. They were still unable to show 
convincingly that a graduated, as opposed to a proportional 
tax, was the sole means of achieving equality of sacrifice. As 
yet the theory of diminishing marginal utility was not avail¬ 
able as a weapon in their armoury. 

This group of writers argued also for differentiation; but 
since practically everything they said on this point was more 
fully developed by those who advocated differentiation alone, 
it will be more convenient to consider the case as put by the 
latter group. 

VI 

The representative of the second, and subsequently more 
influential, group was John Stuart Mill. Mill’s first principle 
of tax distribution was equality, in the sense that each in¬ 
dividual’s contribution towards public expenses should be so 
designed as to inflict on him ‘neither more, nor less incon¬ 
venience . . . than every other person experiences from his’. 1 
This was what he termed ‘equality of sacrifice’, which de¬ 
rived its importance from the fact that failure to abide by it 
would lay the burden of one taxpayer on someone else who 
was less capable of bearing it, and the ‘alleviation to the one is 
not, ceteris paribus , so great a good to him, as the increased 
pressure upon the other is an evil’. 2 This could in principle be 
achieved (so he contended) if everyone was taxed at one 
uniform rate. 

This general rule was, however, by no means without some 
inherent qualifications. First of all, taxation of lower-income 
groups involved more hardship than the taxation of the rich 
because it affected expenditure on urgent necessities. The 
sacrifice which an individual of the first group would suffer 
would by no means be commensurate to that which another 
individual of the second group would suffer. It followed that 
a tax system in order to inflict equal sacrifice on all groups of 
taxpayers should allow them a free minimum of subsistence, 

Scale for a Property Tax (2nd ed., 1842), pp. 3-14; and also Taxation of the U.K . 
Comprising Remarks upon Income Tax , Proposed to the House of Commons (1842), 
pp. 2 ct scq. 

1 Principles of Political Economy (ed. Ashley), p. 804. 2 Loc. cit* 
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for it is only then that their losses of satisfaction can be 
measurable and comparable. 1 

Secondly, as owners of temporary or terminable incomes 
need to provide for their own future requirements, and those 
of their dependants, by laying by a certain part of their in¬ 
comes, their demands on their present incomes would neces¬ 
sarily be greater than that of taxpayers with incomes of 
similar amount but of a more permanent and secure nature. 
Consequently, the principle of equality of tax distribution 
‘requires a person who has no means of providing for old age, 
or for those in whom he is interested, except by saving from 
income, should have the tax remitted on all that part of his 
income which is really and bona fide applied to that purpose'. 2 

In order to ensure the exemption of the portion which 
recipients of terminable and precarious incomes would save, 
Mill tentatively offered a scheme whereby all investments 
which this class were likely to make, were to be exempt. Since 
deferred annuities and life insurance were the two popular 
forms of investment which served the purpose of providing for 
the taxpayer’s own future requirements in his old age, or the 
requirements of his successors after his death, Mill suggested 
the exemption of both. As for those who did not insure their 
lives or invest in deferred annuities, they could have the tax 
remitted on their savings provided they handed them over 
to a special officer who would invest them on their behalf. 

The exemption of life insurance premiums and deferred 
annuities, as methods of differentiation, proved practicable 
and, as we shall see in Chapter VII, were adopted by Glad¬ 
stone in his budget of 1853. But by that time, Mill’s fertile 
mind had already begun to develop a new line of argument 
and to regard this method as obsolete. Hence the relegation 
of the scheme to a footnote in the third edition (1852), and 

1 The practice then in force as regards the exemption of a subsistence mini¬ 
mum was that all individuals with incomes immediately above the limit of 
exemption (i.e, £150) were charged at full rate. The present practice of allowing 
each individual a margin of his income tax free which Mill was advocating was 
not known then. It is the outcome of a much later development as will be seen 
at a later stage of this inquiry. It is curious enough that McCulloch, the most 
outstanding opponent of the tax, was the first to expound this point and advise 
the adoption of an exemption limit applicable to all taxpayers. 

2 Principles , p. 813. 
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its complete omission in the fifth edition (1862) of the Prin¬ 
ciples , 1 It is important to notice the dates of these changes 
which almost immediately followed the select committees 
which were set up to investigate the income-tax reform in 
1851-2 and 1861, 2 in both of which Mill gave evidence as an 
exponent of differentiation. 

But while admitting the desirability of differentiation, Mill 
failed to see any real justification for graduation. There might 
be variation in the pressure which different taxpayers experi¬ 
ence, as a result of relinquishing a certain proportion of their 
incomes; but to him it seemed ‘too disputable altogether, and 
even if true at all, not true to a sufficient extent to be made 
the foundation of any rule of taxation'. 3 Thus while the 
concept of comparative sacrifice provided the basis of his argu¬ 
ment when the question at issue was that of the source of in¬ 
come, this concept seems to have been completely renounced 
when he dealt with the successive increments of income. His 
only concession to the still undeveloped concept of the dimin¬ 
ishing marginal utility of successive income increments was 
the exemption of a subsistence minimum; beyond that limit 
sacrifices could not be compared, and the rigid standard of 
proportional rate was to constitute the criterion of ability to 
pay * 

As to the redistributional argument in favour of a gradu¬ 
ated income-tax, he thought it unconvincing. He was ap¬ 
prehensive lest a graduated tax should affect incentive 
and production, and so he preferred to put his money on a 
graduated death duty. 4 


vii 

Those who wanted the tax to remain as it was, argued dif¬ 
ferently. Equality, as was contended by the spokesman of this 
group, Sir John Macpherson Maclcod, could only be realized 
by a uniform rate applicable to all incomes. The argument 
for a differential tax seemed to overlook the fact that the im¬ 
mediate effect of a uniform tax was the proportionate reduc- 

1 Op. cit. (Ashley’s edition), is quite instructive on this point. 

2 See Chap. VI and Chap. VIII below. J Ibid., p. 807. 

4 Ibid., pp. 807 et seq.; and sec Chap. VIII, p. 154 below. 
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tion of the present capitalized value of permanent and 
temporary incomes alike. The case against differentiation 
between the two could be brought out more clearly by sup¬ 
posing the holder of a permanent annuity to be in effect hold¬ 
ing two distinct annuities: one terminable, beginning now 
and expiring the same year in which the tax was to be re¬ 
pealed; the other commencing after that Now, surely had 
these two annuities been possessed by two distinct owners no 
one would have required the holder of the latter to pay any 
tax at present. It was only the fact that they were both 
possessed by the one and the same man that seemed to 
justify, in the eyes of the advocates of differentiation, that 
he should bear a heavier burden, which was no justification 
at all. This case was applicable with equal truth to all 
other cases where the duration of income was the question 
at issue. 1 2 

Nor did the secure nature of an income seem to this group 
of writers a strong enough reason for differentiation. Because 
the tax which fell exclusively on income, would vary with the 
size of income, and would cease altogether on those whose 
incomes for one reason or other would cease: ‘what the state 
may by means of the tax take from the holder of that (i.e. 
precarious or temporary) income is in exactly the same de¬ 
gree uncertain or precarious. 52 

As to differentiation in favour of incomes earned by in¬ 
dividual exertion, this would equally be unjust and unwise. 
It would be unjust because it would necessarily favour owners 
of large earned incomes as against those who had no other 
means of subsistence besides that from some sort of realized 
property which they might have bought by their past moder¬ 
ate savings. And it would be unwise because any such differen¬ 
tiation would draw more people to professions and trades and 


1 Sir J. M. Maclcod, Remarks on some Popular Objections to the Income Tax 
(1849), pp. 11 ct scq. Similar lines of argument will also be found in two other 
contemporary pamphlets: The Income Tax: its Extension at the Present Rate to all 
Classes; Abolishing the Malt Tax , Window Tax , and other Taxes , . . (2nd ed., 1846), 
by Sir William Ray Smee; and Direct Taxation , The Income Tax y Property Tax, and 
Free Trade . . . (1848), by Samuel Cobham. See also p. 96, n. 1 below. 

2 Macleod, op. cit., p, 12. For a criticism of the fallacy in this line of argument 
see the following chapter, pp. 130 et seq. below. 
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this would eventually result in the lowering of professional 
fees and of the reward of trade. 1 

As we shall see, most of these views were more fully de¬ 
veloped at later stages, especially before the two official in¬ 
quiries which were set up in 1851-2 and 1861 to investigate 
the income-tax reform. For the time being we need not break 
the sequence of our account of the controversy by any criti¬ 
cism; this will have to await the stage when each of these 
views we have briefly outlined, had become a distinct school 
of thought. 

VIII 

When we compare what had been said in the literature of 
the time with what was said in Parliament, there are four 
points which seem to call for special observation. The first is 
that a tax structure consisting wholly of commodity taxation 
was not seriously supported in any of the debates. 2 The second 
is that although the arguments on which the advocates of 
differentiation in Parliament based their claim were sub¬ 
stantially the same as those which we have seen Mill advanc¬ 
ing, they were not presented with the same vigour or lucidity; 
the rhetorical style in which the case for differentiation was 
defended obscured much of the force which the argument 
really had. The third point is the substantial difference be¬ 
tween Mill’s theory of differentiation and that now urged in 
Parliament. For Mill’s scheme aimed at the exemption of 
savings when invested to provide for the taxpayer’s future 
requirements; but the parliamentary scheme, so to speak, 
aimed at reckoning tax liability on the basis of the capitalized 
value of the source from which incomes were derived—the 
proposition which we have seen being advocated earlier. 3 
It was upheld by business men who contended that such 
capitalization was quite a familiar thing in insurance trans¬ 
actions, and would provide a practical basis for differentia- 

1 Macleod, op. cit., p. 15; and see also the same line of argument in J, 
Symons, A Scheme of Direct Taxation (1853), PP* 3 1 scq. 

2 Occasionally some Opposition speakers referred to some assessed taxes as 
a possible substitute for the income-tax; but Peel’s argument against such views 
was decisive. Cf. Hansard (3rd series), lxi, 1174-87. 

3 See Chap. IV, p. 76 above. 
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tion. 1 The fourth point is that the Government speakers who 
opposed differentiation, did not go as far as to deny its justice, 
or to find defects in the principle on which it was founded. 
They rather emphasized the practical difficulties which would 
beset any such attempt and the more inquisitorial character 
which the tax would assume as a result of adopting the pro¬ 
posal. They contended that even though not differential, the 
proposed income-tax was far more equitable than commodity 
taxation; and after all it was hardly possible to find a perfect 
tax: Peel illustrated very plainly the difficulties which the 
proposed differentiation would entail, and concluded that 
‘If I am to make that calculation in every case, I had much 
better abandon the system altogether/ 2 

In the course of the debates on Peel’s proposed revival of the 
income-tax it was asked why, if the tax had all the fiscal and 
distributional merits attributed to it, it was to be adopted 
only temporarily. 3 Writers who discussed Peel’s fiscal and 
financial reforms generally maintained that Peel regarded 
the tax as an unpleasant but inevitable expedient that would 
help him to make good the series of deficits which the Whigs 
had left him, and to carry out his contemplated tariff reform 
which would in turn reduce the revenue for the first few 
years of its enforcement. After tariff reform was accomplished 
it was hoped that the country’s finances would have so much 
improved that the Exchequer would be more than com¬ 
pensated for the loss of revenue which it would have sustained 
as a result of the tax repeals and remissions. The income-tax 
would then no longer be required and could be safely re¬ 
linquished. But obviously this view does not dispose of the 
question, why the tax should not constitute a permanent 
feature of the country’s tax system, which, in its absence, 
would consist to a very great extent of commodity taxation. 
Peel’s pronouncements in the course of the debates do not 

1 Fora description of differentiation by capitalization see Chap. IV, pp. 76-77 
above. As we shall see in the following chapter, this theory of capitalization was 
in full swing in the early 50*$; it found a particularly vigorous exponent in Dr. 
William Farr who lent it his support before Hume's Committee of 1851-2 and 
in the press. Cf. pp. 102-4 an d 107-8 below. 

2 Hansard (3rd series), lxi, 1187; and cf. also Goulburn’s speech, ibid., pp. 114 

et seq. J Ibid., pp. 1264-8. 
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seem to offer any answer. The best that can be suggested is 
that, notwithstanding all the merits he attributed to the tax, 
he still looked at it with diffidence, quite possibly because of 
its ‘inquisitorial’ nature. 

Two other points are also noticeable in these debates. 
The first is that graduation was occasionally mentioned but 
generally denounced. 1 The other is the suggestion that the 
exemption of a subsistence minimum should be extended to 
all tax-payers instead of confining it to those with incomes 
below £150 a year. 2 Not much notice was taken of this pro¬ 
position either at the time. 

IX 

Peel, as we have just said, expected to retain the income- 
tax only temporarily; for three, or possibly five, years. He 
made his calculation on the basis of an expected steady in¬ 
crease of revenue (consequent upon his tariff reform) and a 
stable public expenditure. Circumstances, however, soon 
made him realize that although he was right as to the first 
point, he was mistaken about the other. The explanation is, 
of course, that his finance was in an experimental stage. 

In introducing his budget of 14 February 1845, he told the 
House that a surplus of £5 millions was to be expected by the 
end of the financial year 1844-5. the following year with 
the aid of income-tax arrears there would still be a surplus, 
although it would dwindle to £2*6 millions. In 1846-7, in the 
absence of the tax, and with an anticipated rise in public 
expenditure, a deficit would be expected to make its reap¬ 
pearance, unless the income-tax was renewed once more. 3 
But that deficit was not to be a reason for alarm; another 
renewal of the tax for three more years would wipe it out and 
enable the Government to bring to completion the tariff re¬ 
form they had undertaken. By the end of the following three 
years, the tax system would have been soundly rearranged 
and the result would be reflected in the ample revenue to be 
expected in consequence of the promised reform. Peel had no 

1 Cf., for instance, Charles Wood's speech ( Hansard , 3rd series, lxi. 984). 

2 Cf. the speeches of Sir R. Inglis (ibid. lxii. 126-7); and °f P* Stewart 
(ibid., pp. 128-9). 

3 Ibid, lxxvii. 457 et seq. 
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difficulty in obtaining an extension of the tax for another 
three years. 

The crisis of 1847 and the miserable harvests of the late 
40’s with the Irish famine, and railway failures, naturally 
affected the revenue severely. The Whigs, now replacing Peel, 
had a good case for demanding and obtaining a second exten¬ 
sion of the tax for a further three years. But when the tax 
expired in 1851, Parliament grew refractory about it. It was 
felt that the income-tax question ought to be more carefully 
studied, and that the final adoption of the tax on a reformed 
basis, or its total and ultimate repeal, ought to be decided by 
a committee of inquiry to be set up for this purpose and the 
result reported to the House. Accordingly, on a motion by 
Joseph Hume, the Government were granted an extension 
of the tax for one year only, while a select committee which 
he forced on the Government, would study and recommend 
the best line to be followed. That was in June 1851. The 
Committee was set up in the same year; but owing to the fact 
that they were not able to complete their inquiry within the 
year, the tax was renewed for another year, while the Com¬ 
mittee resumed their investigation. It is our task in the 
following chapter to review what they did. 



CHAPTER VI 


Hume’s Committee, 1851—2 

I 

T he Chairman of the Committee was Joseph Hume 
who, as we have seen, had pressed it upon the Govern¬ 
ment; its members included Cobden, Disraeli, Roe¬ 
buck, Romilly, James Wilson, Sir Charles Wood, and others. 
They heard experts from the Inland Revenue, many business 
men of different and wide experience, contemporary econo¬ 
mists, statisticians, and actuaries. 

The Committee considered the tax from different aspects; 
but the diverse and conflicting views put before them by the 
witnesses prevented their reaching an agreement on any 
recommendation—a fact which clearly denotes how un¬ 
settled public opinion was on the question of income-tax re¬ 
form. Notwithstanding this, however, one important point 
distinguishes itself throughout the whole lengthy and ramified 
evidence; namely, the strong preference which a large group 
of witnesses showed for the tax in itself as against other 
methods of taxation. Thus, for instance, J. R. Jeffery said 
that he considered it to be necessary in order to bring to 
the country the benefits of free trade, that the income-tax 
should be made permanent, and not only this, but that it 
should be gradually extended in its operation until it became 
the sole source of public revenue. 1 G. Offor, Chairman to the 
Board of Commissioners for the Property and Income Tax, 
from Tower Hamlets, considered the tax as a ‘proper and 
legitimate mode of taxation’, and held ‘that we should carry 
it on with a great deal better success’. 2 Other witnesses like 


1 See 2nd Hept. from the Select Committee on the Income and Property Tax (Cmd. 510 
of 1852), Q,. 5744, p- 392. Incidentally JcfTery was the representative of the 
Liverpool Financial Reform Association. Sec also the same view expressed in his 
answers to Q. 5697, p. 383, and Qq. 5742-4* P- 39 1 - 

1 See isl Rept.from the Select Committee on the Income and Property Tax (Cmd. 354 
Of 1852), Q.2634, p. 321. 



Hume's Committee , 1851-2 101 

Mill, Henry Warburton, and Peter Hardy, maintained the 
same view with some reservations. 1 

Two of the points which were discussed by the Committee 
have a direct bearing on our inquiry: 

11 

First of all, there was the exemption of a subsistence mini¬ 
mum, the chief advocate of which was J. S. Mill. Despite 
some witnesses’ allegation that this exemption was the cause 
of considerable fraud and evasion, 2 a strong argument was 
made out for the retention of this principle ‘on the grounds 
of a wise and human policy’. 1 Broadly stating this, Mill con¬ 
tended that ‘all direct taxation must necessarily recognise 
some limit; that is, you must leave a certain amount of income 
untaxed, on the supposition that that income is required for 
necessaries’. 4 Judging the existing tax system as a whole, he 
held that indirect taxes still bore heavily on lower incomes, 
and it would be a grave mistake to drop the present exemp¬ 
tion or even to reduce it, since such a reduction could only be 
considered when there were no more indirect taxes, or when 
their pressure on lower-income groups was considerably alle¬ 
viated. 5 

Mill went even farther than this; he maintained that the 
exemption of a subsistence minimum should be allowed for 
all income groups—a view which he upheld in his Principles . 
When asked whether he would extend this allowance to in¬ 
clude the rich as well as the poor, he answered: ‘Yes. I would 
not leave incomes of £50 untaxed and tax incomes of £60 
upon the whole £60; I would tax them on the surplus above 
£50, in order to take a certain proportion of the surplus, and 
not a certain proportion of the whole income.’ 6 Apart from 
its practical merits, he justified this view, as we have seen, 

1 For Mill's views sec 2 nd Rept. y Qq. 5378-80, p. 312; for those of Warburton see 
ibid,, Qq. 5197-9, pp, 274-5; f° r th°$ c of Peter Hardy sec ibid., Q.4641, p. 162. 

2 1st Repl.y Q,. 326, p. 44; Q,. 1341, pp. 160-1; and Q. 2496, p. 302. 

3 The Chairman's draft report (2nd Repl ., p. xxii). 

4 Mill’s evidence, ibid., Q. 543O, p. 323. 5 Ibid., Q. 5260, pp. 293-4. 

6 Ibid., Q. 5259, p. 293; cf, also Mr. Hyde’s evidence ( 1st Rept. y Q. 2408, 

p. 289) and that of Till and Burchell (ibid., 0,-2736, p. 333), who advocated 
the same view but mainly on administrative grounds. 
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by the fact that the loss of satisfaction (and consequently the 
sense of sacrifice) which the privation of necessaries would 
entail, is sui generis. Only after such primary needs are satis¬ 
fied can the comparison between people’s sacrifices be made. 

Mill, it should be added here, was maintaining a highly 
liberal view on this question of the exemption limit, as com¬ 
pared with the rest of the witnesses. Besides the official wit¬ 
nesses who demanded the abolition of this practice in respect 
of Schedule A, purely on administrative grounds, 1 there were 
witnesses who, as a well-known actuary, E. E. Scott, said, 
‘could see no principle in any exemption’. 2 This was the posi¬ 
tion upheld by the actuaries such as Samuel Brown 3 and 
Peter Hardy 4 and by J. R. Jeffery of the Liverpool Financial 
Reform Association. 5 The last explained his objection to the 
exemption allowed by the prevailing Act, on the ground that 
such exemption would relieve taxpayers from responsibility 
and this would in turn affect their interest in the country’s 
fiscal policy. 


hi 

The other question which concerns our inquiry is that of 
differentiation. Before discussing this question, however, 
mention should be made of the emphasis which many wit¬ 
nesses laid on the inequality arising from assessing taxpayers 
under Schedule A on gross income, while taxpayers under 
Schedule D were assessed on net income. They maintained 
that before any reform of the tax could be designed, this in¬ 
equality should be removed by placing both groups on the 
same footing, by assessing both on net income. 

But while there was a general agreement among them on 
this point, the witnesses were sharply divided on the question 
of differentiation. Among those who supported it, there was a 
group 6 who suggested that practical difficulties involved in its 

1 jsI Repl Q. 1511, pp. 181-2. 

1 2nd Rept., Q. 3909, p. 71. 3 Ibid., Qq. 4120-2, p. 96. 

4 Ibid., Q.4G3G, p. 161. 5 Ibid., Q. 5751, p. 394. 

6 Sec the evidence of J. H. Williams (ibid., Qq.3292 et seq., pp. 12-18); 
William Farr (ibid., Qq. 4784-6, p. 186); G. Jellicoe (ibid., Qq. 4138 and 4141, 
p. 100); and also of the same witness (Qcp 4142-3, p. 101, and Qq. 4146 et seq., 
p. 102); S. Brown (ibid., Qq. 3918-20, p. 73); J* R- Jeffery (ibid., Qq. 5685-6, 
p. 380, and Q. 5694, p. 382); and F. Neison (ibid., Qq. 4670-1, pp. 166-7). 
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application could be overcome by changing the tax from one 
on income to one on property, because only the latter could 
serve as an appropriate index of ability to pay. This, however, 
raised difficulties no smaller in magnitude than those which 
the tax then in force presented. For if the latter ignored the 
nature of the source from which income was derived and thus 
inflicted undue hardships on taxpayers with precarious or 
temporary incomes, the new proposition ignored the differ¬ 
ences between the capacities of different properties to pro¬ 
duce income. Moreover, it unduly excluded all incomes 
derived from employment and professional practice. 

These witnesses were, however, alive to this weakness in 
their proposition. They said that the term ‘property’ should 
be taken to include all forms of property: movable, immov¬ 
able, and abstract, and, in addition, any power of earning 
income. Property, as one of these witnesses asserted, meant 
‘value or the power of producing value at present or in 
future’. 1 Thus not only owners of all kinds of property would 
be included but also all those who earned their livings by 
professional or vocational practices. Further, although the 
proposition was that property should be subject to taxation, 
it was only to be so in proportion to the assumed income it 
was reasonably expected to yield. 

The application of this proposition, they went on to say, 
was easy enough. The value of property was not difficult to 
ascertain; and this done, the tax could be reckoned on an 
assumed rate of interest which represented the income it 
would yield. But at this point an awkward question presented 
itself: What of that sort of property that was not used for pro¬ 
duction, or did not yield income, e.g. jewellery, ornaments, un¬ 
occupied lands and houses, &c.? Here the supporters of property 
assessment were divided. While some maintained that because, 
in common with all kinds of property, this was protected by 
the State, it should not be exempted, 2 others contended that 
because it yielded no income, it should not be taxed. 3 

1 Dr. Farr’s evidence (ibid., Q.. 4895, p. 204). 

2 Those were William Farr (ibid., Qq. 4895-7); Charles Jellicoe (ibid., 
Qq. 4 I 53 ' 5 > 4148 - 9 . and 4 2 55 ); and Peter Hardy (ibid., Qq. 4585-8). 

3 See Neison’s evidence, ibid., Q_. 4724, p. 177, and Qq. 4725-31 et seq., 
pp. 178-9. 
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The case of professional income, income from employment, 
and terminable annuities, they admitted, was perhaps less 
easy; but it by no means defied solution. Here the method of 
capitalization (to which reference was made earlier) 1 was 
suggested, whereby the value of‘property’, in the sense they 
defined it, was to be determined not only by the assumed 
income it yielded, but in addition by the length of time it was 
reasonably expected to last. The practice of insurance com¬ 
panies was once more cited to show the practicability of this 
method. 

On the other hand, J. S. Mill, while substantially defending 
differentiation by the argument which we have described in 
the previous chapter, 2 abandoned his old scheme of exempt¬ 
ing specific forms of savings, and suggested instead that dif¬ 
ferent kinds of income should be taxed at three different 
rates: one applicable to incomes from land and permanent 
securities, another to commercial and industrial profits, and 
a third to professional income and all those taxed under 
Schedule E. His objection to the proposed method of capitali¬ 
zation was that any attempt at capitalizing income should 
properly also take into account the capitalized value of the 
tax which was to be levied at the time during which such in¬ 
comes accrued. If this was done, as it ought to be, it would 
be found that the capitalized value of the tax would corre¬ 
spond to the capitalized value of the income. Arithmetic, he 
contended, would not supply the justification for a differen¬ 
tial tax; the argument should be based on the taxpayers’ 
requirements. 3 

While the foregoing two proposals were made by the advo¬ 
cates of differentiation, a third group of witnesses defended a 
uniform rate and urged its retention. Charles Babbage, one of 
the founders of the Royal Statistical Society and the British 
Association, and later a professor of mathematics at Cam¬ 
bridge, was the principal exponent of the case for a uniform 
rate. He based his argument on two considerations: first, that 
the State afforded undiscriminating protection to all classes 
alike; secondly, that the group-incomes of various classes did 

1 See Chap. IV, pp. 76-77 above. 

1 Sec pp. 92 et seq. above. 


3 2 nd Rept.y Qq. 5222-69. 
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not really vary from one another in point of permanency, 
because the income of each class, as a class, was almost always 
permanent in duration and subject to little fluctuation in 
amount. When he was asked if the injury caused by the 
absence of State protection did not vary, he admitted that it 
did, but added that this fact did not present a ground for 
differentiation because it would be impossible to compare the 
injuries which different persons might suffer from this, and at 
any rate the question seemed to push the argument on to 
ground too hypothetical to serve any practical purpose. 1 

Another witness, W. Warburton, while admitting the 
justice of the demand for differentiation in the case of a tem¬ 
porary income-tax, vehemently opposed it in the case of one 
intended for permanent purposes. He took the view that 
although the tax would be seemingly heavier on temporary 
and precarious incomes, it should be borne in mind that such 
incomes did not bear the burden permanently. He reaffirmed 
the point, which we have noticed earlier, that the seemingly 
heavier burden on the recipients of such incomes was really 
a just compensation to the State for its inability to continue 
levying the tax when such incomes ceased. 2 

Finally, a third witness, T. R. Edmonds, an actuary of the 
Legal and General Assurance Office, confined his argument 
to the refutation of Mill's view that professional incomes 
should be taxed at a lower rate than that applicable to indus¬ 
trial and commercial incomes. He admitted that the last were 
the outcome of personal exertion and capital combined; 
but added that so were professional incomes. Professional 
men, he argued, learned their profession by past education 
which cost considerable capital outlay, and so they should 
be treated on equal footing with industrialists and business 
men. 3 

1 Ibid., Qq. 5576 ct seq., p. 362. Cf. also, Q.5448, p. 325, and Qq. 5468-72, 
pp. 330-1. The same views will also be found in his pamphlet, Thoughts on the 
Principles of Taxation , with Reference to A Property Tax , and its exceptions (2nd ed., 
1851), pp. 12 et scq. For a refutation of this line of argument see Chap. VII, 
pp. 129-31 below. 

2 2nd Rept.j Q.5151, pp. 265-6. Cf. Chap. V, p. 95 above, and p. 108 below. 

3 Ibid., Qq. 4426 et seq., pp. 133-5. 
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IV 

Just as the evidence which the Committee heard illustrates 
the want of agreement on the question of differentiation, so 
does the commentary to which it gave rise. Broadly, this can 
be summed up as follows: Those who defended the tax in its 
existing form made their attacks on the fundamental ideas 
from which the advocates of differentiation set out. 

First of all, there was the question whether the tax should 
fall on property ‘in whatever form’ or on income alone. The 
witnesses who contended that the former should be con¬ 
sidered as a criterion of ability to pay were criticized on 
account of including unproductive capital which, doubtless, 
cannot be confined to realized property, but should include 
all forms of capital, that is, ‘power producing value at pre¬ 
sent or in future’. In this they included among other forms of 
capital, a man’s ability to earn. In consequence, a lawyer 
whose annual income ordinarily amounts to £1,000, and 
who decides to retire and live on an income of £250, which 
he derives from past savings, should, according to these wit¬ 
nesses’ view, be taxed not on the latter sum, as would seem 
logical, but on the former. Perhaps this can be justified on the 
ground of discouraging indolence and enhancing production; 
but, in fact, this ‘would be to impose a tax not for revenue, 
but as a penalty’ which could hardly be justified ‘on the 
ground of equality’. 1 If capital (i.e. ‘power of producing in¬ 
come’) is to be admitted as a criterion of assessment, only 
its productive form should be used for the purpose. ‘Hence’, 
as was concluded by the critics of capitalization, ‘it follows, 
on the principle of continuity, that the rate of taxation 
should vary with the degree of productiveness.’ 2 In other 
words, ‘the true measure of ability is not wealth possessed, but 
wealth newly acquired’ 3 —that is, income. 

1 See G. W. Hemming, Just Income Tax, How Possible; Being a Review of the 
Evidence Reported by the Income Tax Committee , and an Inquiry into the True Principle 
of Taxation (1852), p. II. The writer gave further reasons why he supported 
taxation of income as against taxation of property, which although decidedly 
correct, yet do not concern us here. 2 Ibid., p. 12. 

3 Ibid., p. 15. J. G. Hubbard was also of this opinion. See his pamphlet, 
How should an Income Tax be Levied? considered in a Letter to the Rt. Hon . Benjamin 
Disraeli, the Chancellor of the Exchequer (1852), pp. 7-8, 10, 12-13, and 50. 
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The bearing on equality of the whole issue as to whether 
income or property should be subject to taxation may not be 
obvious at first sight; yet the basis on which each party 
founded their contention helps to explain this question. 

In an elaborate paper in The Journal of the Royal Statistical 
Society , the exponent of the capitalization scheme, William 
Farr, gave a full account of the view that property should 
be the standard of assessment. His reasons were that similar 
incomes derived from various sources of different capital 
values, do not necessarily denote, and cannot therefore be 
rightly regarded as, an evidence of equal ability to pay. He 
gave the following example as an illustration of his submission: 

A has property = £33,333 in Consols, yielding an income of £1,000 
B „ = £6,500 in Long Annuities, yielding an income of £1,000 

C = £15,000 in houses, yielding an income of £1,000 

D „ = £30,000 in land in England, yielding income of £1,000 

E „ = £17,000 in land in Ireland, yielding an income of £1,000 

F „ = £10,000 in Life Annuities, yielding an income of £1,000. 

All these six investments yield seemingly similar annual ‘in¬ 
comes 5 ; yet their sale value differs widely. This is, of course, 
owing to the difference in their duration and regularity, and 
such being the case, ‘you cannot contend for a moment that it 
is equal to the other in levying a (similar) tax on their owners’. 1 
Clearly the reason why equal taxation would lead in this case 
to manifest inequality, lies in the fact that these incomes con¬ 
tain varying amounts of the capitals producing them. To 
assign the individual’s liability to the amount of his gross 
entries would, therefore, Farr argued, diminish the means 
which certain classes had of earning income, such as owners 
of terminable and precarious incomes. This would inflict on 
the taxpayers unequal burdens, and unequal sacrifices. Hence, 
he concluded, equality can only be effected if the tax is levied 
on an assumed income which all a person’s resources are 
likely to yield, at the current rate of interest. Thus, the 
capitalization scheme aims, in its essence, at effecting a 

1 The Journal of the Royal Statistical Society y xvi. 5 ct seq. Similarly, see 
Thomas Gisborne, Thoughts on an Income Tax , and on a Property Tax; Principally 
founded on the Evidence taken by the House of Commons Committee in the Session 1851 
(1852), pp. 42-43; and for a later pamphlet see (Lord) Leonard Courtney's 
pamphlet, Direct Taxation , an Enquiry (i860), pp. 19 et scq. 
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differentiation, in which, considerations regarding the dura¬ 
tion of income and its regularity, occupy the forefront. 

The answer to this argument was a restatement of the 
view already argued before the Committee, namely, that such 
differentiation cannot be justified, since durable and regular 
incomes are subject to durable and regular taxation. Taxa¬ 
tion, Hemming asserted, can hardly be equal if imposed on the 
individual’s 'expectations of the future’ which is, in point of 
fact, the only advantage that owners of permanent incomes 
have. It is no argument to say that as this advantage implies 
a secure and definite power of providing for future require¬ 
ments, it is therefore more than a mere relief from anxiety, 
and should be taxed accordingly. For such security is only a 
sequel of the possession of capital and can thus hardly supply 
a good reason for differentiation. Because capital, as he 
understood it, is only an accumulation of incomes (by which 
term he meant all new acquisitions of wealth) it was acquired 
and taxed in the past and can hardly be justly taxed again. 

v 

The Edinburgh Review which joined in this controversy back¬ 
ing up the critics of William Farr, assailed the capitalization 
scheme on similar grounds. In a long article discussing the 
basis of tax distribution, it pointed out that the advocates of 
this theory were guilty of extending the individual’s tax 
liability beyond its legitimate limits by urging that not only 
his present income, but his past savings as well as future 
security, should equally be considered as constituent ele¬ 
ments of his ability to pay, It is not apparent, it went on, why 
taxation—which is intended to preserve the present order of 
society—should have any claim over cither past accumula¬ 
tion, or future expectation of income. Indeed, past savings 
which must have already been taxed when newly acquired, 
and thus must have paid their due share towards maintaining 
the existing order of things, could easily have been consumed 
and thus the possibility of their owner being taxed again 
would not have arisen at all. According to the theory pro¬ 
posed, people would be taxed on past income simply because 
they had chosen to save it rather than spend it: 'To have 
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taxed it as accruing property or as income, and to tax it as 
remaining the same property, is’ clearly therefore, ‘to tax it 
twice over for the same thing 5 * 1 

Further, it was no argument to contend, the Review added, 
that past savings hardly paid any taxation in the past, and 
that on that account their proceeds should be taxed at a 
higher rate* For although past acquisition of wealth was not 
subject to regular taxation such as was now in force, the 
owner of that wealth had been taxed in accordance with the 
existing system of taxation. Having thus participated in 
maintaining the prevailing order of things, he should con¬ 
sequently be allowed to enjoy his rights as a proprietor in the 
form he chose; and his wealth, having already satisfied the 
claim of the State, was now the sole property of its owner, 
and the State had no further rights in it. Besides, to say that 
past accumulation of wealth should subject its owner to 
heavier taxation, would give the present Act a retrospective 
effect on past wealth which was not permissible in fiscal 
legislation. 2 

Nor was this all. The capitalization scheme, the Review 
went on, suffered from another fallacy. It was true that the 
witnesses (most of whom were actuaries) who advocated it, 
suggested the adoption of a well-known practice of valuation 
of income; it was true that permanent income, for instance; 
was valued for insurance purposes, at 33*3 times its annual 
worth, and professional incomes at seven times their annual 
worth. Yet this valuation left other factors out of account; for 
the ‘sale price 5 of a person 5 s income did not necessarily cor¬ 
respond to his ability to pay. It was, in fact, the ‘enjoyment 5 
and the ‘continuity of the enjoyment and use 5 of his income 
that should be taken as the virtual standard of his taxable 
capacity. But this continuity of enjoyment should not be 
misunderstood. It should neither be limited to a number of 
years, as was recognized in commercial practice, nor should 
this consideration of continued enjoyment be allowed to in¬ 
tensify present liability. Its nature and bearing should be 
confined to the future, and the maintenance of the present 
expenses should be defrayed only by present acquisition of 

1 Edinburgh Review, April 1853, cxcviii. 557. 2 Ibid., pp. 557-9. 
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new wealth: ‘The wants of the day should ... be satisfied by 
provision made beforehand, and not by a consumption by 
anticipation of next year’s means, and still less by anticipa¬ 
tion of the whole means of a man’s whole life.’ 1 

Further, it was no argument, it was contended, to say that 
the certainty of being able to meet future needs, which the 
owner of a permanent income enjoyed, was in fact due to 
State protection. According to the Edinburgh Review , the 
‘value of expectancy beyond the day or the year is due not to 
what we expect or shall experience from the government of 
the day or the year, but from what we expect to experience 
from all the Governments that will subsist subsequently to 
this day or year’. 2 


VI 

Nor were the advocates of the uniform rate satisfied with 
Mill’s argument for a differential tax. The submission that 
recipients of terminable and precarious incomes normally 
needed to provide for their future requirements by saving a 
part of their incomes, and thus had greater demands on their 
incomes than taxpayers with permanent incomes, was found 
no more convincing than the arguments put forward by the 
advocates of capitalization. Indeed, according to Hemming, 
this was virtually another form of the argument just discussed. 
For the advantageous position of the taxpayers with secure 
incomes still arose from the possession of capital, which cannot 
with justice be taxed twice: once, when newly acquired and 
afterwards, when invested. 3 Hemming’s conclusion was, there¬ 
fore, ‘that all acquisitions (of wealth) of whatever description, 
should be taxed alike. Even as between the most certain and 
permanent income, and the most capricious and precarious 
sources . . . there is no ground for a relaxation of the rule.’ 4 

Some criticism was also directed against the practice of the 
exemption of a subsistence minimum. Here, however, the 
critics were divided. Thomas Gisborne and the Edinburgh 
Review were opposed to it; Hemming, on the other hand, 
sided with the Millites in favour of it. As this practice was 

2 Ibid., p. 576. 

4 Ibid., p. 19. 


1 Edinburgh Review , April 1853, cxcviii. 571. 
3 Op. cit., pp. 16-i8. 
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already established we need not discuss in detail the grounds 
on which it was criticized. It suffices to say here that the 
criticism centred round the difficulty of drawing a clear-cut 
line between what was necessity, and what was luxury. 

VII 

Joseph Hume was convinced that Farr’s scheme of capitali¬ 
zation was the best he heard on the Committee. Not only did 
many witnesses support it, but it was also held to be practic¬ 
able, since capitalization was a familiar practice in the busi¬ 
ness world. Hume endeavoured to persuade the members of 
his Committee to sign a draft report which he prepared; but 
what had been said against the scheme before the Committee 
and in the literature of the day, seems to have decided them 
against it. Eventually it was decided that the Committee 
should content themselves by reporting to the House the 
minutes of evidence alone and abstain from any recommenda¬ 
tion; which they did. As far as we are concerned, then, this 
Committee served one purpose, and that was to show how 
unsettled expert opinion was on the question of differentia¬ 
tion. 

Also, historically, this inquiry marks the rise and decline of 
what contemporary literature called the ‘actuaries’ scheme’, 
that is, differentiation by capitalization. We have seen that 
this scheme was put forward by Hubbersty as early as 1821 ; T 
later it was subjected to discussion in Parliament; 2 and finally 
it reached its apex when Dr. Farr and his followers lent it 
their support. After Hume’s failure to induce the majority of 
his Committee to adopt the scheme, the argument for dif¬ 
ferentiation followed a new line; new aspects of the question 
were emphasized and new schemes were suggested. Our task 
in the following chapters is to follow these developments of 
the controversy in its further stages; but before that, let us see 
how the controversy affected the various Chancellors of the 
Exchequer, and how it shaped their budgetary policies. 

1 See Chap. IV, p. 76-77 above. 2 See Chap. V, pp, 95-96 above. 



CHAPTER VII 


The Debate between Disraeli and 
Gladstone 

I 

although the Committee of 1851-2 did not, as we 
/\ have seen, recommend the adoption of any special 
JLA. measure, the detailed evidence they heard and the in¬ 
formation made available for them were not without their 
effect* In his budgetary speech on 3 December 1852, Disraeli, 
now Chancellor of the Exchequer, declared his intention of 
remodelling the income-tax with a view to differentiating in 
treatment between incomes derived from different sources. 
But instead of adopting the actuaries’ complicated scheme, 
he suggested that the rate on incomes charged under Schedules 
B, D, and E be made three-fourths that charged under 
Schedules A and C. Thus, while the rate on the former group 
would be 5jrf. in the £, that on the latter would remain as 
before, 7 d. in the £f Further, he proposed to restrict the 
exemption limit to incomes below £100 under Schedules B, 
D, and E, and to those below £50 under Schedules A and C 
(in place of the £150 then allowed). 2 Ecclesiastical incomes 
although generally derived from immovable property, were 
treated, in so far as the exemption limit was concerned, as 
earned incomes. 3 Finally, farmers were to be assessed at one- 
third instead of half the amount of their rack-rent. 4 There 
was thus implied a double concession to tenant farmers. 

The budget, however, was rejected partly because of these 
alterations, but mainly because of a quite separate proposal 
to lower the exemption limit of the house-tax from houses of 
£20 to those of £10 rental value a year. 5 As a result of the 
rejection of the budget the Government had to go. 

1 Hansard (3rd series), cxxiii. 888. 2 Ibid., p. 887. 

3 Ibid., pp. 888-g. 4 Ibid., p. 888. 

5 Cf. Buxton, Finance and Politics, i. 104. For the reception of Disraeli’s state¬ 
ment by public opinion see Moneypenny and Buckle, The Life of Benjamin 
Disraeli (1929), i. 1247-51. 
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ii 

It seems rather curious that the attempt to introduce dif¬ 
ferentiation, which would have entailed the laying of a heavier 
burden on the landed interest (and fund-holders of course) 
should have been made by the Tories and opposed by the 
Whigs and their allies. Yet the circumstances of this contro¬ 
versy go far to explain the seeming paradox. Disraeli’s dif¬ 
ferential tax was dictated more by the exigencies of party 
politics than by economic conviction: when the Tories got 
into power they were already in a parliamentary minority; 
the election of 1852—which was mainly fought on free 
trade—only slightly improved their position. Conversion to 
protectionism was thus ruled out. On the other hand, Disraeli 
felt that the protectionists should receive some indemnification 
for the loss of their concessions. 1 He therefore endeavoured to 
secure this indemnification by two means: a reduction in the 
malt and hop duties, and an extension of the area and an 
increase in the rate of the house-tax. The first measure would 
have benefited the agricultural classes, and the second would 
have laid upon the inhabitants of towns a burden that 
would bear only lightly on those of the country. 2 

But Disraeli was quite aware of the fact that these proposals 
would arouse the free-traders, 3 and would, moreover, reduce 
the revenue considerably. To secure the necessary revenue, 
he proposed the retention of the income-tax, and in order to 
gain the support of the industrial and commercial classes, he 
proposed his differential scheme. 4 

The Opposition’s reaction to the first part of the budget 
proposals was unanimously adverse. Also, they were all criti¬ 
cal of the reduction of the exemption limit from £150 to 


1 Hansard (3rd series), exxvi. 971. 

2 Moneypcnny and Buckle, op. cit., p. 1243; The Economist , 18 Dec. 1852, 
p. 1399; and J. Noble, Fiscal legislation, 1842-1865: a Review of the Financial 
Changes of that Period and their Effects upon Revenue , Trade , Manufacture , and Employ¬ 
ment (1867), p, 53. 

3 Gf. Cobden’s statement on this occasion ( Hansard , cxxiii. 1318 et seq.); and 
also Morley’s The Life of Richard Cohden (14th ed. 1910), chap, xxii, pp. 589-91. 
See also Gladstone’s statement (. Hansard (3rd series) cxxiii, 168)1. 

4 Ibid, exxvi. 972-3. 

5480 I 
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£100, while at the same time provision was made to exclude 
farmers from this by assessing them on one-third instead of 
half their rents. Farmers, for instance, whose rent was £300, 
and who, under the old Act were exempted because their in¬ 
come was assumed not to exceed £150, would also be ex¬ 
empted under the new one, since they would be assessed on 
one-third instead of half their rent. Obviously this was an un¬ 
warrantable immunity from taxation confined to a special 
group of taxpayers. 

On the other hand, the Opposition realized that their ob¬ 
structive conduct towards the Government’s plan of relieving 
the landed interest would necessarily provoke this class against 
them. To seek their support therefore it was important for the 
Opposition to supplement their criticism with a new and dif¬ 
ferent line of argument. It was necessary for them to impress 
upon the country gentlemen that differentiation, far from 
being equal, would establish a pernicious precedent which, 
once established, might well end in maldistribution of the tax 
burden, or even total confiscation of their property. The Op¬ 
position was equal to the task : l \.. it is fair to warn the landed 
gentlemen of England of this’, that any attempt on their part 
to accept the proposed principle of differentiation would 
unduly ‘put upon them a new burden, how to limit the extent 
of which it may be difficult to foresee, because I know not that 
there is any point at which you can limit the amount of the 
difference of rate ... I warn the gentlemen of England of the 
consequences of the step they seem disposed to take . . . and 
if this principle be admitted there is no limit to the difference 
which may be made till it approaches confiscation.’ 

So ran the broadside of Sir Charles Wood. 

By overlooking more essential criticism which could have 
been directed against Disraeli’s differential scheme, and con¬ 
centrating their attacks on this aspect of it alone, the Opposi¬ 
tion were obviously playing a game of party politics. Hardly 
any of their speakers ever alluded to the fact that the scheme 
was in reality far too simple and superficial to alleviate the 

1 Hansard (3rd series), cxxiii, 1298; and see also Gladstone’s statement, ibid., 
p. 1681; but cf. that of Cobden who reluctantly admitted the justice of differen¬ 
tiation, ibid., pp. 1327-9. 
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existing inequalities of the tax: because if it aimed at reducing 
the rate of Schedule D, it failed to recognize and remedy an 
equally serious flaw in the existing Act, that of assessing 
Schedule A on gross and not on net income. Thus by reducing 
the rate on Schedule D, which was charged on net income, 
and leaving Schedule A to be assessed as before, on gross 
income, the difference between the contributions of these 
two Schedules was accentuated. It will be seen that this was 
especially unfair if it is remembered that the proposed dif¬ 
ferentiation was an unlimited one, in the sense that it took 
no account of the size of income. Thus, for instance, while 
small incomes of landowners (and temporary securities as 
well) were to be charged at full rate and on gross amount, 
recipients of high incomes under Schedule D were taxed at a 
reduced rate after allowing them special deductions on repairs 
and other expenses. 


hi 

In Lord Aberdeen’s administration which succeeded Lord 
Derby’s (February, 1852), Gladstone for the first time be¬ 
came Chancellor of the Exchequer. In his first budgetary 
statement he gave a full analysis of his attitude towards the 
income-tax. His conviction was that the tax was originally 
introduced as an emergency expedient, and that it should be 
regarded as such: to be resorted to whenever emergencies 
arose, and to be dispensed with whenever normal conditions 
were restored. ‘Relinquish it for a time and when emergencies 
arrive you may do as your fathers did—take down the weapon 
from the shelf and make it serve you again for the ends of 
honour and of duty.’ 1 His opinion being ‘decidedly against 
the perpetuity of the tax as a permanent ordinary portion of 
our finances’, 2 he offered a seven-year plan which aimed at 
its gradual extinction by renewing it for two years at its cur¬ 
rent rate, for two further years at 6<f., and for three more 
years at 5 d. in the £. By that time he reckoned that the 
sources of revenue would be more settled and consequently 
the relinquishment of the tax more feasible. 


1 Ibid. exxv. 1383. 


2 Ibid., p. 1385. 
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Being a temporary and extraordinary device, the tax, Glad¬ 
stone added, should not be altered lest its useful aspects be 
reduced. All such amendments as differentiation would in¬ 
evitably end, he contended, in ‘the breaking up and destruc¬ 
tion of the tax’, 1 Moreover, a serious attempt to reform the 
tax would be a Herculean task,* and would involve more 
work than it merited, since it was to last only for seven years. 
But his stress on the temporary nature of the tax did not 
mean an admission that its inequalities required any radical 
readjustment. On the contrary, a uniform rate that ‘took no 
cognisance of the quality’ of the income was fundamental 
and essential to a sound tax, 3 

In indicating his reasons for the preservation of a uniform 
rate, Gladstone attempted to analyse in detail the burden 
which each group of taxpayers was actually bearing. The 
main contributors to the tax, he argued, were recipients of 
commercial and industrial incomes, and owners of land and 
property. Since these two groups between them paid three- 
quarters of the whole tax, any significant injustice was neces¬ 
sarily one between land and trade. The supporters of a 
differential tax maintained that these two groups were paying 
at the same rate. This was not the case. Assessments made on 
Schedule A were based on gross income without any deduc¬ 
tions for repairs, cost of management, insurance, &c., while 
those made under Schedule D were based on net income. As 
a result land was, in fact, paying 9 d. and trade 7 d. in the 

This fortuitous differentiation was accentuated by evasion 
under Schedule D, of which he produced an example. Thus, 
he concluded, those who argued for differentiation had no 
case, since this was already in effect. 

Turning to another group of taxpayers, holders of public 
securities, Gladstone objected that differentiation would 
involve violation of the Act of 1801 which stipulated 
that such incomes ‘shall be free from all taxes, charges, and 


1 Hansard (3rd series), exxv. 1383. 2 Ibid., p. 1379. 

3 Despite this dogmatic statement, Gladstone later in the same speech 
admitted that some concession should be made to professional incomes. But he 
felt that the practical difficulties were too great to permit it. See pp. 118-19, 
below. 
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impositions whatsoever*. 1 Clearly this condition, which by no 
means exempted fund-holders from being ‘subject in common 
with every other person in the land, to a tax for the general 
service of the State’, was in effect intended ‘to prevent their 
being subject to taxes which looked to the quality of the in¬ 
come, and the source from which it was derived 5 . 2 This line of 
thought, he went on, was precisely that adopted by Pitt when 
he first introduced the income-tax. 

Thus a differential tax would constitute not only a breach 
of law, but also a breach of faith with those who had taken 
the risk of purchasing Government securities during the war. 
It will be recalled, he observed, that at that time the capital¬ 
ized value of these securities was about 16 years’ purchase. 
The fund-holder consented to buy them and meanwhile pay 
his tax of 10 per cent, on all his annual income in the hope 
that with the restoration of peace the prices of these securities 
would rise, and ‘that no advantage would be taken of that 
rise in value’. 3 This was what had actually happened. These 
securities, as a result of peace conditions, had improved. They 
were now worth 33 years’ purchase. 4 

If the British Parliament sets the example of establishing in the 
time of war, the doctrine that you have nothing to do with capital¬ 
ised income, and then in time of peace, when the funds are high, 
sets up the opposite doctrine, I will not merely say that the cha¬ 
racter of this nation will not stand as in the time of your fathers it 
has stood, but I warn you that you must abandon, from hence¬ 
forth, the idea of taking the lead among all the borrowers of the ' 
world, and that you must prepare for a vital change in your rela¬ 
tions with those who have hitherto trusted you. 

As an additional argument against the differential taxation 
of fund-holders, Gladstone produced evidence of the dis¬ 
tribution of dividends from the Bank of England. This re¬ 
vealed a ‘very remarkable change’ in the ownership of public 
securities from individuals to joint accounts. Two-thirds of 
these securities now fell into the latter class, which consisted 
mainly of charities, the accounts of the Commissioners of the 
National Debt, Chancery and Bankruptcy accounts, sums 

1 41 Geo. Ill, c. 3, s. 15. 2 Hansard (3rd series), cxxiii. 986. 

3 Ibid, exxv, 1374; and cf. cxxiii. 948. 4 Ibid. exxv. 1374-5. 
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held on account of foreign creditors, holders of life interests, 
and industrial and commercial firms. He thought that no 
case could be adduced for the higher taxation of the first three 
groups. The fourth group, that is, holders of securities for life, 
comprised a large number of widows, orphans, and many 
other persons with no other means of living besides their 
annuities. He considered that, should the tax be remodelled, 
these would be more entitled to a reduction in the rate than 
even professional men whose incomes were precarious and 
uncertain. As for the fifth group, which consisted of commer¬ 
cial and industrial firms investing their reserves in public 
securities, a logical extension of the argument of those who 
supported differentiation would undoubtedly result in a 
lowering rather than a raising of the rate of the tax on this 
kind of income. Therefore, it seemed best, as far as owners of 
incomes charged under Schedule C were concerned, to leave 
things as they were. 

Of the two other classes of taxpayers, Gladstone argued, 
those deriving their income from public employment were 
much in the same position as the owners of life interests. The 
fact that the durability of their income was only a little in¬ 
ferior to that of owners of incomes derived from securities for 
life, was offset by possibilities of promotion and increase of 
salary. So long as salaries were taxed equally with life interest, 
the claim for differentiation was groundless. Besides, it was 
only recently that a motion was almost carried, aiming at the 
reduction of all salaries by io per cent. If this was the feeling 
of the House, it would be best.to leave the tax on this group 
as it was. 

Finally, despite the justice of their claim, recipients of pro¬ 
fessional incomes made an outcry which was not in propor¬ 
tion to their importance as contributors to the revenue. 
Their annual contribution was barely £25,000 when the con¬ 
tributions of small traders, house and estate agents, and 
auctioneers, &c., were deducted. While he could sympathize 
with their position, the fact that they were a source of only 
one-twenty-second part of the yield of the tax did not merit 
its complete reconstruction on their behalf. Indeed, it might 
be more effective to exempt them from the tax altogether, 
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had not some almost insuperable difficulties stood in the way 
of it. First of all, auctioneers, estate and house agents, and 
others unjustly ‘now nestling within the class of professions' 
would have to be weeded out. Secondly, there was the case 
of the clergy whose exclusion from the group of professional 
men would be ‘extremely offensive’, and whose exemption 
would result in exempting higher ranks such as bishops and 
deans, which could hardly be justifiable. Thirdly, a large 
number of retailers with moderate and insecure incomes, 
who were in an inferior position if compared with professional 
men, would have to be included in the privileged group. 
Fourthly, as professional incomes were regarded as equiva¬ 
lent to life interests, the proposed exemption should therefore 
be extended to this latter group. Finally, this favourable 
treatment should also extend to holders of terminable annui¬ 
ties, leaseholders, and all similar cases where income was 
held only temporarily. All these five cases presented endless 
difficulties. 

In conclusion, he admitted that professional incomes dif¬ 
fered from other incomes and thus might be held to have a 
certain claim to special leniency. The trouble, however, arose 
from the difficulty of drawing a clear-cut line between what 
should be taxed at the standard rate and what should be 
taxed at a lower rate. The trouble, that is, arose from the 
number of border-line cases which would complicate the 
distinction and make it arbitrary: 1 

I do not say that there are no distinctions between these parties. 
There are distinctions between each of them. But what I say is 
this, that when you come to define those distinctions, and try to 
make them broad ground upon which you take your stand and 
say ‘Here you will be exempted—there you will pay the excep¬ 
tional tax’, there is not one of the classes I have mentioned with 
respect to which you will find it possible to fix it as a limit of the 
intended operation. 

However, to mitigate the inequalities of the tax in its exist¬ 
ing form, and meet the popular objection that the Act made 
no allowance for the taxpayer’s future requirements, Glad¬ 
stone proposed the exemption of savings if invested in a 

1 Hansard (3rd series)* exxv. 1382-3. 
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deferred annuity, or a life insurance, provided that the annual 
premium did not exceed one-sixth of the individual’s annual 
income. This was practically Mill’s scheme for the relief of 
taxpayers with earned incomes, which has been mentioned in 
Chapter V. 1 

To effect an equal distribution of the burden of taxation 
between earned incomes and incomes from property, he sug¬ 
gested an alteration in death-duties which were then con¬ 
fined to personalty passing on death, by will or inheritance, 
but not by settlement. Gladstone suggested the extension of 
these duties to real property and their application to any 
kind of succession passing by settlement. 

In this budget also Gladstone effected two alterations in 
the Act of 1842. The three-yearly average system of assess¬ 
ment hitherto confined to industrialists and business men 
was now extended to professional incomes; and the limit of 
exemption was reduced from £150 to £100. This latter 
change was justified on the ground that small incomes had 
substantially benefited from recent reductions and remissions 
of indirect taxation. Incomes between £150 and £100 were, 
however, to be charged at a lower rate of 5^. in the £ so long 
as the tax was in force. As a compensation for the extension 
of the tax to this class, he further suggested some reduction of 
indirect taxes so that, on the whole, the net result would be 
more favourable to this group of taxpayers. 

IV 

Like the inquiry which preceded them, the foregoing two 
budgets clearly show the divergence of opinion on the ques¬ 
tion of income-tax reform; and if we were to take as our 
criterion of popularity, the passing of measures by Parlia¬ 
ment, we should find that a uniform rate was still the distribu¬ 
tional norm favoured by expert opinion. Like the literature 
which followed the inquiry of 1851-2, the literature of this 
period was no less representative of this disagreement: J. G. 
Maitland, a Cambridge lawyer, was backing the Gladstonian 
line of reasoning in the Morning Chronicle ; J. G. Hubbard, 
an independent politician, and a Governor of the Bank of 

1 Sec p, 93 above. 
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England, who subsequently took an eminent part in the 
controversy, was defending differentiation in The Times, 

Before criticizing the arguments set out above, it is pro¬ 
posed to describe here the new points which each of these two 
controversialists raised in defending his case, in order to 
make our account of these two schools of thought complete. 

Maitland’s argument ran along two lines. First, he re¬ 
asserted that by charging Schedule D on net and not on gross 
incomes, the tax was in effect differential. Any attempt to 
press this differentiation further would therefore disturb the 
equilibrium between the different fields of investment; there 
would be less inclination to invest in land and public securi¬ 
ties and more in those securities taxed under Schedule D. 
Obviously this would be an unwarranted State intervention 
in economic life. In contrast, the uniform rate left the choice 
of investment to be decided by the investor alone. Thus while 
the one would act as an artificial stimulus ‘to the balance of 
investment’, the other, being neutral, left capital to be in¬ 
vested where it was most needed. 1 

Maitland next questioned the basis of the demand for a 
differential system. Even on the assumption that the existing 
tax fell heavier on earned incomes, it was only those who 
chose their trades, professions, or vocations before the tax had 
been reimposed in 1842 who were the real ‘sufferers’. Those 
who did so after its reimposition had ‘little right to complain’. 
They chose the ways of making their livelihood despite their 
previous knowledge of the pre-existing inequality. Therefore, 
any reduction in the tax would ‘only give a bonus to those 
who have no claim to it’. 2 This would especially appear to be 
the case if the rapid turnover of professional and business men 
was borne in mind. The remainder of‘the original sufferers’ of 
1842 who were still in business or practice, hardly exceeded 
half the current total number of this class of taxpayers. ‘If 
this be so’, he concluded, ‘a discriminating rate would, for 
every hundred persons to whom it might give what is claimed 
a just relief, leave fifty who have as valid a claim uncompen¬ 
sated, and give a purely gratuitous bonus to more than fifty 

1 J. G. Maitland, Property and Income Tax t Schedule A and Schedule D (1852), 
pp< 3-4. 2 Ibid., p. 12. 
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others’, who did not count on any relief when they first chose 
their careers . 1 

Nor was this all; it was a fact, Maitland continued, that a 
good number of those who withdrew from business or prac¬ 
tice chose to invest their capital in land or public securities. 
The proposed differentiation would therefore not only fail to 
alleviate their hardship under the old tax, but it would sub¬ 
ject them to a further inequality, since they would be charged 
on their incomes from their new investment at a higher rate, 
and thus they would be double losers . 2 

Maitland finds it a point against the advocates of differen¬ 
tiation that they could not agree among themselves as to a 
general rule according to which their proposal was to be 
carried out. This want of agreement is discernible particu¬ 
larly among those who supported the capitalization scheme 
of the actuaries. While one writer suggested two to one as an 
appropriate ratio on which differentiation should be based, 
another suggested four to three, still another, sometimes two 
to one, sometimes eight to seven, and a fourth proposed 
eight different ratios for eight different categories of income . 3 
This ‘want of agreement’ might therefore rightly be taken as 
a ‘strong argument against the unsettling of our present finan¬ 
cial system until sufficient data and satisfactory reasoning 
have clearly established the superiority of some one of the 
plans over the others 1 . 4 

J. G. Hubbard and The Times held a different view. The 
opponents of differentiation were inconsistent at the outset. 
They claimed that differentiation already existed between 
Schedules A and D. Now if this differentiation was equitable 
and desirable, why let it act in a disguised manner? Would it 
not be more appropriate to give the principle formal recog¬ 
nition by charging different rates on different types of income? 
If, on the other hand, differentiation was neither equitable 
nor desirable, would not this in itself be enough reason to 
consider the amendment of the tax in order to remove this 
disguised inequality? Indeed, the practice was hardly tenable 
on grounds of equality whatever interpretation was given to 

1 J. G. Maitland, Property and Income Tax y Schedule A and Schedule D (1852), 
p, 12. 1 Ibid., p. 13. 3 Ibid., p. 61 and cf. p. 45. 4 Ibid., p. 64. 
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the term. If equality were understood to imply a uniform 
rate, this was obviously at variance with practice because of 
the different rates actually charged on incomes under 
Schedules A and D; and if equality was interpreted as to imply 
differentiation, this practice was at variance with it because 
the present differentiation was virtually unintentional. Yet 
the opponents of differentiation asserted that this practice 
was ‘both sound and just ’. 1 ‘Why is it sound and just?’, asked 
Hubbard. ‘Is it because in principle it refuses to discriminate 
in favour of Schedule D? Is it because in practice it does 
mitigate the assessment on Schedule D? Or is it because the 
principle is one way and the practice is another ? 12 

This argument, however, contained no more than a very 
obvious criticism of the logic of the opposite school; J. G. 
Hubbard and those who shared his views had also a positive 
case. Their basic defence of differentiation rested on two 
contentions. The first was the desirability of a distribution 
which secured the welfare of the various classes of taxpayers. 
Hence in estimating the burden of taxation, it was necessary 
to take account of the cost of acquiring income. Special con* 
sideration was due to the recipient of earned income for his 
effort in acquiring it, as against the taxpayer who derived his 
income from land or securities . 3 

I do not conceive [Hubbard asserted] that the demand is legal, 
fair or reasonable, that the laboriously-acquired income of the 
physician or the lawyer, the profit of the intelligent merchant, and 
earnings of the industrious tradesman, be taxed in their full 
amount at the same rate as the dividends of funded property 
yearly and spontaneously accruing to its owners, who may be a 
native, or a foreigner, a woman or a child, a Cabinet Minister or 
a lunatic . . . the one requiring for its creation unceasing skill, 
intelligence, and industry; the other flowing from a perennial 
source with such entire spontaneity that the absence of the 

1 J. G. Maitland, Property and Income Tax; The Present State of the Question 
(1853), P . 13. 

2 J. G. Hubbard, Reform or Reject the Income Tax: Objections to a Reform of the 
Income Tax considered in Two Letters to the Editor of the ' Times*; with Additional Notes 
(1853), p. 46. The same will be found in The Times y 25 Mar. 1853, p. 8, 
cols. 1-3. 

3 Reform or Reject the Income Tax y pp, 6-7; and see The Times y 8 Jan. 1853, p. 8, 
col. 3. 
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foreigner, and the helplessness of the child, could not arrest its 
course, and that it was as surely paid for the unconscious lunatic 
as for the powerful and intellectual Minister of the Crown. 

Yet this was not an absolute rule. It was subject to the 
qualification that the difference in the cost of acquiring in¬ 
come should be tangible and reasonably comparable. Thus 
in reply to Sir F. Baring’s question whether taxing ‘the 
merchant, the banker, the brewer, the physician, and the 
lawyer’ at the same rate, despite the different sources from 
which they derived their incomes, could be justified, Hub¬ 
bard’s reply was this : 1 ‘I should not hesitate to answer in the 
affirmative—in each one of these professions the yearly gains, 
profits, or stipends, are the result of the combined exercise of 
labour, together with capital (or skill which is equivalent to 
capital in these considerations).’ While any of these incomes 
would immediately cease as soon as personal labour was in¬ 
terrupted, that of the landed or funded proprietor would 
spontaneously continue to accrue irrespective of its owner’s 
effort, health, or life. The difference is indisputable and signi¬ 
ficant. 

If this premiss were granted, it would be necessary then in 
order to lay an equal burden on the various classes of tax¬ 
payers, to make allowance for this factor of cost of acquiring 
income, and to charge incomes from different sources, and 
with different costs, at different rates. Consequently, it could 
not be said that differentiation would either violate the con¬ 
dition according to which the national debt was raised, in¬ 
volve the paradox which the opposite school pointed out, or 
have any effect on the course of investment. 

This was one of the earliest attempts in which such per¬ 
sonal considerations had been emphasized. In the previous 
argument which we have seen advanced in favour of a dif¬ 
ferential income-tax, emphasis had always been laid on the 
fact that earned incomes were generally precarious and ter¬ 
minable. On that account they were inferior to permanent 
incomes, and their recipients deserved a lenient treatment. 
In this new line of argument which Hubbard was now advo¬ 
cating, such considerations were not completely discarded; 

1 Reform or Reject the Income Tax y p, 11. 
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but the emphasis was now laid on the personal side of the 
question: the cost of acquiring income and the sense of 
sacrifice which the payment of the tax entailed* But the im¬ 
portant thing is that Hubbard’s assertion, like the earlier one, 
was of a purely distributional nature; like its predecessor, 
that is, it aimed at relieving one class of taxpayers at the 
expense of another class more capable of shouldering a 
heavier burden. 

Hubbard’s other contention was of a different nature; it 
was purely economic. Here he was concerned with savings 
and their effect on investment. Incomes derived from public 
securities and real property, being permanent and secure, 
were mostly assigned to expenditure. According to Hubbard 
the total savings of this group of people did not exceed one- 
tenth of their annual incomes. In view of the vital effect of 
savings on investment, taxation should be so designed as to 
fall exclusively on expenditure and exempt savings as far as 
possible. Hence: 1 If'of funded incomes 9/ioths., and of in¬ 
dustrial incomes 6/ioths are spent, then the same rate should 
be levied upon nine parts of the one, and upon six parts of the 
other; or which amounts to the same thing, if gd. is levied 
upon every 20 s. of the one, 6 d. should be levied upon the 
other’. 

It was this contention to which Mill lent his support and 
developed in the third and later editions of the Principles , and 
also in his evidence before the second Select Committee on 
income-tax reform which we shall describe in the following 
chapter. According to Mill, the existing system of income 
taxation made no allowance for savings. People paid the tax 
on their incomes, and if they saved part of those incomes, 
and invested their savings (‘and all savings, speaking gener¬ 
ally, are invested’), 2 they would have to pay the tax on the 
proceeds of those savings which were taxed when they were 
first obtained. Thus this group of taxpayers were made sub¬ 
ject to double taxation which was escaped by taxpayers who 
spent their incomes after paying their tax bill. Hence, Mill 
concluded, ‘no income tax is really just from which savings 
are not exempted’. 3 In support of this contention Mill offered 

1 Ibid., p. 9, 2 Principles , p. 814. 3 Ibid,, p. 813. 
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the following example. A has a temporary annual income of 
£1,000, from which he normally lays up £300 to accumulate 
a future capital. His tax liability under the then existing 
system, at a rate of 10 per cent., would be £100. In order to 
pay this sum, he will have to cut down his expenditure by, 
say, £70, and his savings by, say, £30 a year. Now, the re¬ 
trenchment of his savings by -£30 would clearly reduce them 
to £270 a year, and consequently reduce his (or his succes¬ 
sors’) future income in this proportion as well. This reduction 
of future income, and the future tax which that reduced 
future income will pay, is virtually in the nature of double 
taxation. ‘To tax the sum invested, and afterwards to tax the 
proceeds of the investment’, Mill asserted, ‘is to tax the same 
portion of the contributor’s means twice over.’ 1 

But Mill was not really content with the exemption of this 
category of savings alone. Writing, as he was, in a period of 
extensive industrialization, and having before him an ex¬ 
panding economy in which individual savings were playing a 
notable part, he argued that exemption of savings at large 
should be an accepted general principle. The problem of 
temporary incomes would then automatically find its solu¬ 
tion. 

Should, however, total exemption of all savings prove im¬ 
practicable, or should it provoke fraud or evasion which the 
administrative machinery could not prevent, Mill suggested 
a system of differentiation as a practical alternative; this was 
the adoption of a lower uniform rate at which terminable or 
precarious incomes should be charged. The relation between 
the standard and differential rates, he admitted, had to be 
fixed arbitrarily, but this was the only alternative to the com¬ 
plete exemption of savings which, so far as he could see, was 
impracticable. 2 

Besides the foregoing two principal contentions which the 
advocates of differentiation advanced, there was another 
point in their discussion which deserves attention. In the case 
of incomes from terminable annuities, Hubbard and his 

1 Principles , p. 814. 

2 Ibid., p. 815. For a criticism of this line of argument see pp. 134-5 and 
Chap. VIII, pp. 150 ct seq. below. 
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friends supported the view that a distinction should be drawn 
between the repayment of the original capital, which should 
be subject to no tax at all, and the interest which (being 
acquired without effort) should be charged at a higher rate 
than that of earned income. Under the prevailing practice, 
by taxing the repayment of the capital sum, the Government 
was repaying only £97. is. 8rf. for every £100 it had bor¬ 
rowed. In other words the Government was making ‘a forced 
composition with their creditors of igj. in the pound’. 1 

In reply to this Maitland contended that had there been 
a real injustice done to owners of terminable annuities, this 
would have been apparent in a depreciation of their prices as 
compared with Consols. Yet this had not occurred. Maitland 
was convinced that it was differentiation that would lead to 
more serious inequality. Take the case of two individuals, a 
holder of Consols yielding £100 per annum in perpetuity, 
and a holder of a redeemable annuity having the same annual 
value, but for a term of years only. Assuming that the latter’s 
annual receipts consist of £20 pure interest, and £80 repaid 
capital; if a tax of 5 per cent, is imposed, according to the 
theory of differentiation, the bond holder will pay £5 while 
the annuity holder will contribute -£ 1. Supposing further that 
the tax was to be increased to 100 per cent., ‘will equal justice 
or equal injustice 5 , Maitland asked, ‘be done if we pay the 
annuitant £80 this year, a larger sum next year and so on till 
i860, while, on the other hand, we pay to the holder of Con¬ 
sols nothing at all, yearly for ever?’ 2 

Hubbard retorted that this objection was groundless, as it 
disregarded the essential element of time. The holder of Con¬ 
sols, in this example, should be given nothing, not for ever, 
but until i860 when the last instalment of the redeemable 
annuity was paid and taxed. Should, however, his income be 
confiscated for ever, ‘the yearly interest’ accruing to the an¬ 
nuitant from the investment of his capital realized from the 
terminable annuity should also be confiscated for ever: 3 

You profess to tax income; you do not venture to call capital 

1 Reform or Reject the Income Tax , p. 14; and also The Times , 8 Jan. 1853, p. 8, 
col. 3. 2 Property and Income Tax , the Present State , pp. 21-22. 

3 Reform or Reject the Income Tax , p. 31. 
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income, yet you justify a tax upon every payment of a terminable 
annuity. ... A man gave on the 5th Jan. 1851, £10,000 for an 
annuity of £10,300 due on the 5th of Jan. 1852; was the £10,300 
which he received all interest? If it was not, what did the residue 
consist of? Was not £300 interest, and the £10,000 was it not 
capital? And docs not, therefore, the deduction of £300. 8 s. 4 d. 
(at 7 d. in the pound on £10,300) include an abstraction of 
£291. 13 s. 4 d. from the capital to be paid? 

On the other hand, the pure interest derived from public 
securities should be treated as income derived with minimum 
effort and risk, and maximum security, and should con¬ 
sequently be heavily taxed in relation to commercial and pro¬ 
fessional incomes. 

Finally, the charge (which Maitland made) that disagree¬ 
ment among the advocates of differentiation was a sign of the 
immaturity of their plans, was answered by Hubbard who 
contended that this multiplicity of the plans and the rami¬ 
fication of opinions as to the best method to be adopted, im¬ 
plied at least that agreement was unanimous on two points, 
the necessity of abolishing the inequality in the existing dis¬ 
tribution of the tax, and on differentiation as the only way 
of procuring any effective improvement. 1 

v 

From the foregoing, it appears that the disagreement be¬ 
tween the two contesting schools arose from their difference 
as to the interpretation of equality. According to the one, 
equality of tax distribution could be procured by the applica¬ 
tion of a uniform percentage to which all sorts of income were 
to be charged. A plain mathematical equality was all they 
were concerned with. Their contention was that its effect 
would be neutral on all taxpayers. Certainty of income, its 
durability, and the cost of acquiring it, the effort it involved 
and the gravity of sacrifice which the payment of the tax 
from a costly income entailed, were not taken into account. 
These were held to be matters of a different nature with 
which the revenue could not be concerned. 

1 Reform or Reject the Income Tax, p. 17; and also The Times, leading article, 
17 Jan. 1853, p. 14, cols. 5-6. 
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Advocates of differentiation held that such matters could 
not be separated from considerations of equality: arithmetical 
equality was only one of three factors which made up equality 
of tax distribution. If it were to be separated from the other 
ingredients (i.e. the cost of acquiring income and the tax¬ 
payer’s future requirements), as the only one that mattered, 
equality could be achieved not by means of equal tax rates, 
but by an even simpler device, the preposterous one of laying 
identical tax liabilities on all classes. Thus The Times in derid¬ 
ing this interpretation of equality in a leading article com¬ 
mented as follows: 1 

We wonder it never occurred to these financiers to think how 
materially all our budget might be simplified by the mere exten¬ 
sion of this principle. We require about £50,000,000 a-year 
revenue, and there are about 35,000,000 inhabitants of these 
islands. If therefore, every one of them . . . were assessed at 30 s. 
a-year, the whole thing would be settled, and we undertake to 
prove the fairness of this imposition by any argument which shall 
prove the justice of the present Income Tax. 

An examination of the foregoing two interpretations of 
equality will show that the error of the advocates of uniform 
rate arose because they treated tax distribution as an abstract 
problem and forgot about the people who paid the taxes. 
Their view was that taxation fell on the income and not its 
owner. This is obviously a fallacy, since it overlooks the fact 
that it is the individual who makes the sacrifice and feels its 
impact and that he only does that as a result of his personal 
circumstances. Thus when Charles Babbage argued that no 
income was precarious or temporary (apparently terminable 
annuities apart) because it was the income of the class, and 
not that of the individual, of which account should be taken, 
he was culpable of a double fallacy. In the first place, he over¬ 
looked, in common with the other champions of uniform 
rate, the personal aspect of the question. He recognized the 
income of the class as a whole from which the tax was paid, 
but slurred over the fact that in each class it was individuals 
who bore the burden and felt the privation of the tax. In a 

* The Times , 7 Jan. 1853, p. 4, col. 5. See also Mill’s evidence before the 
Select Committee of 1851-2 ( 2nd Repl Q.. 5255, p. 293). 
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letter to The Times William Farr rightly exposed this illusion 
by contending that: 1 

If a barrister, from loss of health, or any other cause, ceases to 
earn his £700 or £800 a year, this amount of income is certainly 
not deducted from ‘the income of the whole profession’, which 
may of course, remain the same, but it is a loss to the particular 
recipient nevertheless, and his case is not improved by the circum¬ 
stances of some other person’s getting it. 

Babbage's other illusion lay in the pretension that the in¬ 
come of each class was in itself permanent and immutable, 
notwithstanding the fact that the income of the individuals of 
whom that class consisted were temporary or precarious. 

Likewise, it was this excessively abstract view which led 
Sir John Macpherson Macleod 2 and Hemming, 3 and later 
Maitland, 4 to contend that since the tax was paid perma¬ 
nently on permanent, and only for a term of years on termin¬ 
able, incomes, and since that in both cases it was paid at a 
uniform proportion to the size of income, the burden of 
the owners of each category of incomes was of necessity com¬ 
mensurate with that of the other* Here again the error will 
be found in the fact that the continuity of permanent income, 
and its inherent sense of security, were disregarded in the pre¬ 
miss on which the argument rested. That sense of security 
was attributed to capital which was, in the eye of the defen¬ 
ders of uniform rate, an irrelevant fact altogether in measuring 
ability to pay. All the endeavours, which a taxpayer with a 
precarious or terminable income makes in order to provide 
for his future, are completely lost sight of. Thus under a tax 
charged at 5 per cent, uniform rate, A who derives his £ 1,000 
annual income from a permanent annuity, and B who derives 
a similar income from his medical practice, will have to pay 
£50 each. But it is clear that A enjoys a security against his 
future needs which B does not possess. In order to provide for 
his future needs, B will have to do more work and earn and 

1 The Times , 5 Oct. 1852, p. 5, col. 1. 

2 See Chap. V, pp. 94-96 above. 

3 See Chap. VI, pp. 106-8 above. 

4 See Chap. VII, pp. 120-2 above; and cf. Properly and Income Tax , The 
Present State , p. 23. 
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lay up, say, £200 a year. Alternatively, he may have to re¬ 
trench his expenditure by £200 in order to provide for his 
future. Supposing he chooses the first course: plainly this 
extra income which, in this case, is supposed to provide B 
with a security somewhat similar to that of A , will have been 
acquired by means of additional labour, say an extra two- 
hours’ work, which, of course, does not arise in A’s case. Or, 
supposing that B chooses the other alternative: he then 
would have to forgo some requirements which A would not 
have to forgo. Thus although seemingly these two taxpayers 
have similar incomes, in reality they are not on an equal 
footing; the payment of his tax bill would consequently hit 
B harder than it would A . This is the point which the parti¬ 
sans of uniform rate failed to realize, and this is the short¬ 
coming of the theory of uniform rate. 

Since this approach to the problem was wrong because it 
was too abstract, the conclusion that differentiation lacked 
the essential character of distributional neutrality which Mait¬ 
land and his predecessors endeavoured to establish, will 
necessarily be exploded. Consequently, all the objections to 
a differential tax (e.g. that it would affect enterprise, or that 
it would impose an unduly heavier burden on the fund- 
holder, &c.) would appear groundless. 

A few assertions which had been repeatedly made against 
a differential tax are, however, particularly interesting and 
call for discussion. The first is that differentiation would dis¬ 
turb the existing order of income distribution, and thus bring 
into play a struggle between the various classes of taxpayers 
in the attempt of each class to shift the burden on to the 
others. 1 That this assertion contains an element of truth is, of 
course, indisputable; but it is clear that in the way it is put, 
this assertion is over-emphasized. It overlooks the fact that 
the ability of the so-called ‘favoured class’ to shift its burden 
on to other classes is not unlimited; not only would such an 
attempt encounter very strong political opposition, but with 
the present tendency of democratic legislators to abide by 
expert opinion in technical matters, the risk of such an 
attempt being made is not unduly serious. 

1 Maitland, Property and Income Tax , Schedule A and Schedule D, p. 66. 
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Equally fallacious is the statement that differentiation 
would encourage new entrants into professions, industry, and 
business, and would thus tend to reduce the incomes of these 
classes. It is a commonplace that the rate of taxation is only 
one of numerous factors which influence the individual's 
choice of his career. Education, wealth, health, personal 
bent, even nationality and religion, are factors that influence 
that decision. It is therefore an exaggeration to specify the 
tax rate alone as a factor influencing a man’s choice of his 
career. 

Similarly, the other way of putting this assertion, was to 
say that if uniform rate pressed harder on recipients of earned 
income, they could shift their tax on to the consumers of their 
goods and services. Those who advanced this assertion ob¬ 
viously were not aware of the fact that most forms of income- 
tax are not shiftable; but even on the assumption that they 
are, this assertion is not admissible. The ability of recipients 
of earned incomes to shift their tax burden certainly depends 
on the elasticity of the supply and demand of the goods and 
services they produce, and whether or not they produce them 
under competitive or monopolistic circumstances. Circum¬ 
stances vary from one case to another, to such an extent that 
no generalization could safely be made as to the repercus¬ 
sions of such shifting. William Farr, the champion of the 
theory of capitalization, had already pointed out the pre¬ 
posterousness of this submission in his admirably sarcastic 
remark: ‘That though it is possible to raise the whole revenue 
of the country by a tax on butchers, who would charge it on 
their meat, we would rather not give them the trouble. . . ,' 1 

There remain two fiscal points in the argument of the anta¬ 
gonists of differentiation which call for brief comment. The 
first is Gladstone’s reason for rejecting the amendment of the 
tax. This, it will be recalled, was that differentiation offered 
no intelligible distinction between one class of taxpayers and 
another. Hence, he concluded, no scheme of differentiation 
could be accurate. Many odd cases of inequality were bound 
to occur on the verges between the various schedules, thus 
producing endless and insuperable difficulties of a practical 
1 The Times , 19 Jan. 1853, p. 5, col. 4. 
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nature, and so the proposed scheme would hardly be less 
objectionable than the uniform rate. 

Obviously there can be no clear-cut lines between the 
different groups of taxpayers; but that the absence of such 
demarcation signs should be a pretext for rejecting the prin¬ 
ciple of differentiation altogether is an obvious quibble. The 
practical difficulties which he pointed out as regards the life 
annuitants, the clergy, and the other groups of taxpayers in 
Schedule D, could all have been solved by the adoption of a 
more personal approach to the question. A system of personal 
abatements and other allowances for owners of moderate 
investment incomes (whose case seemed to have been the 
source of complaints) could have assuredly answered the pur¬ 
pose. Of course, such a system could have been neither simple 
nor perfect; but it would have offered a reasonable approxi¬ 
mation to equality far better than The prodigious injustice of 
making no approximation at all’. 1 

The other point is that which Maitland raised, that since 
the new entrants into business or professions who chose their 
careers, did so despite their knowledge of the already existing 
tax, any differentiation in their favour would, in reality, be 
gratuitous. Obviously this is another sophism in Maitland’s 
argument. The fact that the tax was introduced before this 
group of income recipients chose their careers, does not mean 
at all that they did not pay it, and suffer from its inequality. 
Besides, as we said before, their decision to enter into their 
professions or trades was not made simply with an eye to the 
rate of taxation and it was ridiculous to suggest that the tax 
would have deterred them from, or its absence would have 
encouraged them to, enter their professions. 

VI 

We pass now to a consideration of the argument advanced 
in favour of differentiation. It will be recalled that the advo¬ 
cates of this principle criticized the uniform rate (and thus 
supported the claim for differentiation) on two grounds: 
first, it did not inflict equal sacrifice on all taxpayers; and 
secondly, by making no allowance for savings, it subjected 
1 Ibid., 29 July 1852, p. 4, col. 3. 
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that class who saved most to double taxation. Let us examine 
these two assertions in turn. 

The weakness in the first assertion seems to lie in the sub¬ 
jective basis on which it was founded. It is generally agreed 
that people earn their incomes with varying degrees of 
exertion, and suffer varying hardship in paying taxes. But 
exertion and hardship are not measurable entities and seem 
unlikely to provide a useful measure for tax distribution. We 
shall see in Chapter IX how the advocates of differentiation 
recognized this defect in their theory and laid more emphasis 
on other aspects of the question. 

The objection to the second assertion is that its protagonist, 
Mill, overlooked the fact that the proceeds of savings are in 
reality a new and independent income. 1 They are the re¬ 
muneration of capital employed in producing new wealth 
that belongs to an entirely different period of time from that 
in which this capital has originally been earned and laid up. 
Mill’s reasoning, to quote one of his eminent modern critics, is 
guilty of the ‘fusing into a single productive cycle of what are 
really two productive cycles: that in which the saved income 
was produced, and the following one in which the interest, 
which is a new income, is produced’. 2 The significance of this 
objection lies in this, that the separation of the ‘two cycles’ of 
production renders the yield of each one taxable during the 
year to which it properly belongs. Thus the emphasis of Mill’s 
critics is laid on the fact that it is the accretion of the new 
wealth, and not the saving of the old one, which is made 
subject to taxation. 3 

If this be granted, Mill’s contention that the income-tax 
favoured expenditure against saving falls to the ground; be¬ 
cause if expenditure is understood as implying spending for 
the maintenance or promotion of earning powers, its fruits 

1 Cf. Sir J. Stamp, The Fundamental Principles of Taxation (1921), chap, iii, 
pp. 57-59; C. F. Bastable, Public Finance (1903), Bk. iv, chap, iv, p. 493; N. G. 
Pierson, Principles of Economics (trans. 1912), vol. ii, pt. iv, chap, iii, pp, 571-2. 
A full discussion of the views of all these authorities will be found in Professor 
Macgregor’s contribution: ‘Taxation of Savings’, Economica , Nov. 1936, 
pp . 387-403. 

2 A. Dc V. De Marco, First Principles of Public Finance (trans. 1936), p. 232. 

3 A somewhat similar argument will be found in the Edinburgh Review , April 
1853, vol. cxcviii, p. 560. 
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will also be taxed, although indirectly, when these powers arc 
set to producing new income. If, on the other hand, expendi¬ 
ture is taken as implying unproductive spending (as Mill 
seems to suggest, although the term ‘unproductive’ raises a 
host of difficulties), then clearly no inequality exists in not 
taxing such expenditure. Spending in this sense, in contrast 
with investment, does not result in any new wealth. 1 It can be 
concluded then that unless one accepts Professor Irving 
Fisher’s definition of income, that it is ‘a flow of physic en¬ 
joyment or satisfaction’ 2 (which seems hardly admissible), 
and its corollary that savings are an inseparable part of capi¬ 
tal, it is not clear how Mill’s contention can be defended. 

Nor is this all; Mill’s confusion of production ‘cycles’ seems 
to lead, if further pursued, to a hopeless muddle. If any taxa¬ 
tion of savings implies a ‘double taxation’, then clearly this 
should apply to present as well as past savings; and if the 
former were to be treated leniently, so should the latter. Now, 
this was precisely what the advocates of uniform rate had 
endeavoured to establish in justifying the retention of the 
existing system. They contended that incomes derived from 
property were in fact income derived from past savings which 
had already been taxed; their subjection to a heavier rate 
than that levied on other incomes was therefore a form of 
double taxation, and in that they were not wrong. There is no 
obvious reason why the privileged treatment should be con¬ 
fined to present savings alone. 

1 Yet cf. Prof. A. C. Pigou, ‘Taxation of Savings: A Reply’, Economical vol. iv 
(n.s.), no. 14, pp. 204-5. O n other hand Professor Macgrcgor’s opinion is 
that the services derived from durable consumption goods, and the accretion of 
income dependent on these services, ‘should be kept out of the question’. In 
other words a line should be drawn between investment and consumption (no 
matter what the nature of the latter may be) and taxation should fall on that 
income derived from the former alone. See his ‘Taxation of Savings: A Re¬ 
joinder’, ibid., p. 206. 

2 I. Fisher, The Theory of Interest (New York, 1930), p. 453. Sec also his paper: 
‘Arc Savings Income?’, The American Economic Association Quarterly , 3rd series, 
vol. ix, no. 1, April 1908, pp. 21-47; and his other paper, ‘Income in Theory 
and Income Taxation in Practice’, Econometrica , vol. v, no. i, pp. 1-55. Prof. 
E. R. A. Seligman is also of his opinion. See his paper: ‘Are Stock Dividends 
Income?’, The American Economic Review y vol. ix, no. 3, Sept. 1919, pp. 517 etseq. 
Gf. also Pigou’s A Study in Public Finance , 3rd ed,, chap.x, and F. Benham, ‘What 
is the Best Tax System?’, Economica , May 1942, vol. ix (n.s.), no. 34, pp. 115-26. 
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It may be observed, in passing, that Mill’s argument con¬ 
cerning the so-called 'double taxation’ finds full justification 
in one instance only, and that is the case of terminable an¬ 
nuities, where the individual’s annual receipts include both 
interest and capital repayment. 1 Yet in practice the inequality 
does not extend to a large class of annuitants. For only those 
who had the annuity in their possession prior to the introduc¬ 
tion of the tax would suffer a hardship. Subsequent pur¬ 
chasers would discount the tax from their purchase price and 
shift it, other things being equal, to their predecessors. Their 
ability to do this would depend upon the condition of the 
market, but even if they were unsuccessful in the attempt, 
they would buy their annuities with full knowledge of the 
tax liabilities which would be incurred. 

Apart from this and from the ethical aspects of the question, 
the whole argument for the exemption of savings, despite the 
controversy it enlivens from time to time, has lost the greater 
part of its practical economic importance. English industry 
has come to depend more directly on undistributed profits for 
financing investment, and these are treated more favourably 
relative to high personal incomes, than individual savings. 
This is, of course, not to deny that the present taxation of 
undistributed profits since 1941 raises problems of its own; 
they are not, however, our concern here. 

In the following chapters we shall sec how the plea for the 
exemption of savings as presented by Mill and Hubbard, had 
been attacked by contemporaries and how this school of 
thought had to admit its error and endeavour to rectify it. 

1 A Canadian Commission set up to investigate the taxation of annuities in 
1944, pointed out that not only annuities for a term of years, but even life 
annuities, consisted, in part, of repayment of capital, and should therefore be, 
to that extent, exempt from taxation. Sec Report of the Royal Commission on the 
Taxation of Annuities and Family Corporations (Ottawa, 1945), p. 23. 
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Hubbard’s Committee, 1861 

I 

D espite his elaborate plans of 1853, Gladstone’s hope of 
dispensing with the income-tax was not fulfilled* The 
extended death-duties, which were designed to readjust 
the burden between property and industry, 1 proved disap¬ 
pointing; free trade was promising but he had still long to 
wait before it would bear substantial fruit. The outbreak of 
the Crimean War, and his own and his successor’s determina¬ 
tion to finance it chiefly by increased taxation, not only ruled 
out the anticipated repeal of the tax, but on the contrary, 
rendered its increase a necessity. It was thus raised from 7 d, 
to 14 d., and later, to 16^., in the £. In 1857, however, Sir 
George Lewis brought it down to its pre-war level, and 
Disraeli, who succeeded him at the Exchequer in Lord 
Derby’s administration, reduced it to 5 d. in the £. He said 
that in this he was acting in conformity with his declared 
opinions 2 and was following a policy which was already 
accepted, that of gradually extinguishing the tax. But the 
reduction forced him to make fresh borrowings (in the form 
of Exchequer bonds) in order to meet the obligations of the 
war sinking fund. Here was a sign, although all contempo¬ 
raries could not read it, that the tax was becoming indispen¬ 
sable, and therefore permanent. 

When it fell to Gladstone to introduce the budget of 1859, 
the rise of public expenditure (particularly accelerated by a 
considerable increase of the navy and army estimates) which 
threatened a deficit of £4*8 millions, 3 made an increase in the 
income-tax rate practically inevitable. Accordingly the tax 

1 See Chap. VII, p. 120 above. 

2 See the debates in the Commons on 3 Feb. 1857 (Hansard (3rd series), cxliv. 
127 et seq.). 

3 For the general causes of the rise in expenditure see Buxton, Finance and 
Politics , vol. i, chap, ix; see also Gladstone’s statement of 1859 in Hansard (3rd 
series), cliv. 1405. 
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rate was raised to 6 d. in the £ on incomes between £100 and 
£150, and to g d. in the £ on incomes above the latter point. 
The fact, however, that his calculations of six years previously 
had failed, did not escape Gladstone, and in his effort to 
apologize for it he told the House that the miscalculation 
should really be attributed partly to the failure of death- 
duties but chiefly to the rise of expenditure which outstripped 
that of the revenue. While revenue had risen by £5*3 millions 
as compared with 1853, expenditure had risen by £13*4 
millions. 1 Nevertheless, he assured them that the budget he 
was proposing was only provisional, 2 and that his true policy 
would be realized the following year. 

But the year 1860-1 was even more unfavourable. The 
rise of public expenditure, particularly military and naval, 
and further reductions of customs duties under the French 
Treaty, caused a deficit of £9*4 millions, and made the renewal 
of the income-tax unavoidable. 3 In consequence, it was re¬ 
tained and raised to 7 d. in the £ on incomes between £100 
and £150, and to 10 d. in the £ on those above that point. 
The tax showed increasing signs of becoming permanent; yet 
Gladstone did not give up hope that at some more favourable 
time in the future the country would be able to do away with 
it, and we shall see him striving to achieve that end until 1874 
when he abandoned all hope of success. 4 

It is clear that this prolonged reliance on the income-tax 
indicates a significant change of outlook. Initially the tax had 
been revived to enable the country to bridge over the gap 
which free trade was expected to cause before it produced 
results. Income-tax was therefore planned and granted for 
terms of years. Now this policy was gradually replaced by one 
which regarded the tax as a device for annual budget balanc¬ 
ing—a convenient make-weight. It was this change of outlook 
which particularly incited the supporters of income-tax 
reform to protest at the seemingly permanent adoption of the 
tax in the same form as that in which it had been reintro¬ 
duced in 1842 as a purely temporary measure. 

Joseph Hume’s place in the Commons as the leading cham- 

1 Hansard (3rd series), cliv. 1404. 2 Ibid., p. 1394. 

3 Ibid. clvi. 813-69. 4 See below, Chap. X, pp. 174-5. 
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pion of income-tax was taken now in the new generation by 
J. G. Hubbard (later Lord Addington). The advocates of 
reform practically made it a habit every session to criticize 
the structure of the tax or to move a resolution either sug¬ 
gesting a specific change in the method of assessment or the 
setting up of a fresh inquiry of investigation. Eventually in 
1861 Hubbard was able to force the Government by a 
majority of 131 against r27 to set up a Select Committee to 
undertake this task. 1 2 Since this Committee constituted a land¬ 
mark in the history of the reconstruction of the income-tax 
on a progressive basis, it is our intention to discuss its minutes 
of evidence and its findings at some length here. 

11 

As the protagonist of income-tax reform, Hubbard was 
appointed Chairman of the Committee; and he set the ball 
rolling with a memorandum on which the subsequent dis¬ 
cussions of the Committee might be based. His plan was 
admittedly tentative and ‘open to many improvements in the 
course of inquiry which may be made before the Committee’.* 

In the main, the memorandum was concerned with two 
major points on which the champions of differentiation were 
agreed. The first was that the tax should be assessed on net 
income left after deduction had been made of all necessary 
expenses for the maintenance of capital intact. The other 
point was that of differentiation according to the source 
from which incomes were derived. While incomes from land, 
joint stock companies, interest on loans (private or public), 
were to be charged at full rate, incomes from mining and 
farming, commercial and industrial incomes, stipends, 

1 Hansard (3rd scries), clxi. 624-36. For earlier suggestions and motions in 
this respect sec Sir Henry Willoughby’s (ibid, cxxxiii. 1027); Lord Granville’s 
(ibid, cxxxii. 1042 ct scq.); R. C. Hildyard’s (ibid, cxxxvii. 1976-8); G. F. 
Muniz’s (ibid. cxli. 640-3); Pollard-Urquhart’s (ibid. 644 and also vol. clvi, 
pp. 480-2); Hubbard’s (ibid. civ. 227-8 and also vol. clvii, pp. 1667-8); Roe¬ 
buck’s (ibid, clvii. 1668-70); Sir M. Farquhar’s (ibid. clvi. 1671); Whallcy’s 
(ibid. clix. 441-4); Pollard-Urquhart’s (ibid. 444); Sir F. Goldsmith’s (loc. cit.); 
and Wcsthead’s (ibid. 444-5). 

2 Report from the Select Committee on Income and Property Tax (Cmd. 503 of i86x), 
Q.. 11x3, p. 62. 
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salaries, and superannuation allowances, and professional 
incomes, were to be charged at two-thirds the standard rate. 

The figure of two-thirds was chosen because a third was the 
amount which recipients of earned income, as a class, were 
in the habit of saving, as estimated by the leading statisticians, 
Dr. Farr and Mr. Porter. 1 It was generally agreed ‘that the 
class which makes is essentially the class which saves, and 
that the habit of accumulating is its especial characteristic’. 2 

The memorandum went on to discuss the different kinds 
of earned income in more detail. Hubbard held that profes¬ 
sional incomes, which were the result of pure labour, should 
enjoy a more favourable treatment as compared with indus¬ 
trial and commercial incomes, which were the result of 
labour and capital combined. But he felt that the distinction 
would involve endless practical difficulties: ‘Trading profits 
must be dealt with in their entirety; the capital apart from 
labour would be unfruitful; the labour would not be employed 
but for the capital.’ 3 On the other hand, dividends of joint 
stock companies were to be taxed at full rate; since they were 
merely a class of investment incomes. All cost of production, 
insurance, maintenance, and particularly those of manage¬ 
ment, were paid for, unlike those of a private firm which had 
to provide a return on the capital and remuneration for the 
management. 4 

But what about the ‘sleeping partners’ whose position in a 
private firm is similar to that of the shareholders in a joint 
stock company; should they not receive the same treatment? 
To this question Hubbard’s memorandum made this answer: 
‘This is admittedly true; but the point at issue is not the 
interest of these partners alone, but that of the firm as a 
whole.’ In firms where there are ‘sleeping partners’, he 
asserted, ‘it is the entity of the partnership—the firm of the 
brewery which is assessed.’ 5 The ‘sleeping partner’ should 
therefore be included among the recipients of earned in¬ 
come. 

1 Reporty appendix i, p. 284; and cf. Chap. VII, p. 125 above. 

2 Loc. cit. 

3 Ibid., p. 285. 

4 Ibid., p. 284. 


5 Ibid., p. 285. 
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hi 

The Committee’s minutes of evidence leave no doubt that 
expert opinion was for amending the tax. In the most unequi¬ 
vocal terms, the witnesses, all well-known specialists in their 
own fields, expressed their complete agreement on the Chair¬ 
man’s two main suggestions; namely the adoption of some 
differentiation in favour of earned incomes, and the univer¬ 
sal taxation of net, instead of gross, income. This agreement 
was to be expected from the representatives of the legal and 
medical professions, the experts of the mining industry, and 
the surveyors, architects, and landlords. The statisticians, 
too, might be expected to agree, since the Chairman’s plan 
tallied with their calculations in principle, if not in detail. 
As Newmarch told the Committee: T have had a paper, 
[meaning Hubbard’s memorandum] put into my hands, 
apparently published in connexion with the inquiry before 
this Committee. I have read that paper carefully, and I am 
quite ready to adopt it as it stands.’ 1 J. S. Mill and Dr. Farr 
also unreservedly declared themselves in favour of these two 
principles. 2 

Even the six Inland Revenue officials, who stood in awe of 
their master (Gladstone) were inclined to support these prin¬ 
ciples. J. C. Burgoyne and J. W. Knight clearly explained 
to the Committee that public feeling was strongly opposed 
to existing practice. Burgoyne contended that although in¬ 
equalities were inevitable under any form of taxation, ‘there 
is no doubt, a strong feeling of injustice of taxing precarious 
and industrial incomes at the same rate as permanent in¬ 
comes’. 3 Knight testified to the dissatisfaction and sense of 
injustice among real-estate owners at being taxed on gross 
and not on net income. As an appropriate remedy he proposed 
a deduction of 15 per cent, from their gross income to meet 
the expenses of maintenance and repairs, a percentage which 
he derived from his personal experience. 4 This witness also 
told the Committee that there was a ‘universal feeling . . . 
that incomes that are earned ought not to be taxed at the 

1 Ibid., Qq. 333-4, p. 19* 

2 Ibid., Ci.3704, p. 227; and Q, 2710, p. 167. 

3 Ibid., Q. 2064, p. 123. 4 Ibid., Qq. 3872-3, p. 237. 
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same rate as incomes from fixed property’. 1 A third official, 
Richard Till, described the scheme as ‘most advantageous ... 
and could be easily adjusted and that in that case every one 
would be equally and fairly relieved’. 2 He also agreed that a 
special allowance should be made for recipients of incomes 
from houses to meet the cost of repairs. 3 Of the other three 
officials, Edward Welsh’s evidence was mostly concerned with 
the tax administration and hardly touched upon important 
doctrinal points; that of Joseph Timm, did not seem to 
deviate from that of his superior, Charles Pressly, with whom 
he was examined simultaneously. Pressly, who was the Chair¬ 
man of the Board of Inland Revenue, was the only witness 
who showed caution in expressing his view on Hubbard’s 
proposals. Thus when Hubbard asked him, in the course of 
his first examination, ‘You do not mean to enter into the 
question . . . whether the existing law was fair in its spirit and 
intention’, the witness said he would rather not discuss that 
aspect of the problem. 4 


IV 

As a matter of fact, the inquiry revealed that the two prin¬ 
ciples on which the Chairman had based his scheme were 
already recognized to some extent in English fiscal legislation: 
In 1846 the Government advanced a loan of £3 millions to 
landowners for the improvement of their lands. It was lent 
at 3 per cent, interest; and the repayment was to take the 
form of twenty-two annual instalments, or rent-charges, of 
£65 for every £ 1,000 borrowed. On paying these instalments, 
landowners were allowed ‘to deduct. . . the Income Tax out 
of every rent-charge ... for which their land was liable’. But 

1 Report , Q,. 3877, p. 237. Incidentally this is the first time the term ‘earned 
income’ was used in its modern sense. 

2 Ibid., Q. 1O30, p, no; and sec Qq. 1866 ct scq., pp. 113-14. 

3 Ibid., Qq. 1851-4, p. 112. 

4 Ibid., Q., 143, p. 8; and also Q. 205, p. 10. Apparently it was this reluctant 
attitude of Pressly that occasioned Hubbard’s remark that the Inland Revenue 
experts were ‘in terror of their master’s wrath’, which Clapham approvingly 
quoted. See Hubbard’s pamphlet, Gladstone on the Income Tax; Discussion on the 
Income Tax in the House of Commons on 25th April , 1884 . . , (1885), p. 7; and cf. 
Clapham, An Economic History of Modern Britain , ii. 403. It is partly with the 
intention of revising Clapham on this point, that we have reviewed the testi¬ 
mony of the Inland Revenue officials. 
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in 1853 the deduction of the tax was confined to that portion 
of the annual instalment which constituted the interest: 

. *. Whereas certain advances of public money have been made 
for the improvements of lands by way of loan . . . and the repay¬ 
ment thereof has been secured by a rent charge , . . by which the 
principal sums advanced will eventually be repaid with the 
interest thereon * * . it is just that provision should be made for 
deducting .. „ the duty charged by this Act in [projportion to such 
Interest, on the payment of such rent charge . . . and no more. 

Incidentally, the first reference to this practice was made 
by one of the Inland Revenue officials, Joseph Timm. 1 

On this point as Hubbard pointed out fit will be obvious 
to the Committee that the very fact of that clause being in the 
Act of Parliament ... is an admission of the principle fgr 
which I am contending, in the treatment of terminable annui¬ 
ties’. 2 This was also the essence of the evidence of William 
Napier, who, being the manager of the Lands Improvements 
Company, was able to describe to the Committee the opera¬ 
tion of the Act in detail. He showed himself in full agreement 
with the Chairman in holding that the Government, by 
adopting this principle with regard to the drainage annuities 
and taking up an extremely opposite one with regard to 
taxation of terminable annuities, ‘have been dictating one 
course of policy when they were debtors, and another course 
of policy when they were creditors’. 3 Dr. Farr was also of this 
opinion. 4 

Similarly, the inquiry revealed that in the assessment for 
poor rates, the ratepayer was allowed to deduct from his gross 
income the cost of repairs, maintenance, and insurance, 
which (it was stated) together amounted to some 15 per cent, 
of the rent. 5 It was submitted that the Court of Queen’s 

1 Report , 0,-320, p. 16. 

2 But although the act incorporated the principle, the practice was slightly 
different, In practice no deduction at all was allowed to the borrower when 
repaying the Government unless claimed by him. A circular was issued by the 
Stamp and Taxes Department drawing the attention of the tax officials to this 
point. For a copy of this circular see Appendix i below. 

5 Report , Q,. 2401, p. 146. 4 Ibid., Qq. 2667-71, p. 163. 

5 It is important to point out that the rating for the poor rates was governed 
by the Act of i6ot and Sec. 1 of 6 & 7 Will. IV, 96 of 19 Aug. 1836, which 
prescribed that in order to effect a uniform system of rating in England and 
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Bench had always permitted the deduction of such allowances 
as a natural preliminary step before computing the rent of 
rateable property. 1 Again, it was pointed out, net income was 
an established rule in the assessment of the tax on legacies of 
mines. 2 

Nor was the demand that recipients of earned incomes be 
taxed at a lower rate a novelty. The principle was already 
admitted in the exemption of one-sixth of the taxpayer’s 
income if paid in life insurance or deferred annuity. This 
exemption showed that the legislature intended to alleviate 
the pressure of taxation on those who, because their incomes 
were precarious or terminable, felt the need to save and did 
so. It seemed, therefore, more in conformity with this inten¬ 
tion to suggest that the exemption should be raised from onc- 
sixth to one-third the taxpayer’s income (which represented 
the proportion he was supposed to save), and that its restric¬ 
tions to life insurance policies and deferred annuities be 
lifted. This was the submission of the Chairman 3 —a view 
which all witnesses who touched upon this particular point 
upheld. Ncwmarch, for instance, contended that: 

The adoption of life insurance is by no means the most prudent 

way in which savings can be invested.... It is perfectly well known 
that the large cities of commerce and manufacture are not places 
where life insurance is very extensively adopted; in Manchester, 
for instance . . . savings are employed in trade; and they are 
employed in local investments of various kinds, which arc more 
profitable than the insurance of a man’s life. [Moreover] The law 

Wales: *no rate ... be allowed . . . which shall be made upon an estimate of the 
net annual value . . . that is to say of the rent at which the same (hereditaments) 
might reasonably be expected to let . . . free from all rates and taxes . . . and 
deducting therefrom the probable average cost of the repairs, insurance, and 
other expenses, if any necessary to maintain them in a state to command such 
rent’. 

1 The witnesses did not give particular cases in which this principle was acted 
upon. Nevertheless, all the evidence that can be obtained from the Court of 
King’s or Queen’s Bench will be found supporting this statement. See, for 
example, the case of the King v* the Inhabitants of Kingswinford in R. V. Barn¬ 
well and C. Cresswell, The King's Bench Reports, viii (1828), 236-443. Also the 
Queen v. London, Brighton & South Coast Railway Co. in J. Adolphus and 
T. F. Ellis, The Queen's Bench Reports , xv (n.s,, 1852), 313-44- 

z Sec the Succession Duty Act, Sec. 26. 

3 Report, Q. 1525, pp. 92 et seq. 
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has no right to prescribe the form in which a man shall invest his 
savings. 

Similar views were also expressed by representatives of the 
medical profession. 1 The latter made the further point that 
the present Act bore especially heavily on the medical man 
in the early stages of his practice when means were scarcely 
sufficient for maintenance, let alone saving. 

According to the President of the Incorporated Law Asso¬ 
ciation, ‘many men are afraid to effect insurance upon their 
lives. The time may come when they may no longer be 
able to pay the premium and then of course the policy is 
lost.’ 2 

Finally, Richard Till, of the Inland Revenue, showed that 
quite generally the exemption of savings only when invested 
in life insurance was of no practical advantage to owners of 
lower incomes. They did not have the ‘means of sufficient. . . 
saving from their incomes to insure their lives’. Of the 5,233 
clerks in public companies, the witness told the Committee, 
only 32 of those whose annual salary was under £150, and 
15 of those whose annual salary exceeded this point, insured 
their lives and claimed exemption on that ground. 3 

v 

In spite of this evident support for the principle of differen¬ 
tiation, the final report rejected the proposed reconstruction 
of the tax and asserted in the most unequivocal terms that 

.. the plan ... does not afford a basis for a practicable and 
adequate adjustment’. 4 According to Hubbard, this rejection 
of his plan was premeditated and worked out beforehand. In 
a pamphlet printed for private circulation and addressed to 
J. S. Mill, Hubbard asserts that the report is biased and gives 
no reasons for the rejection of his plan: ‘no evidence adduced, 
no principles of mine are impugned, no counter-principles 

1 See the evidence of Dr. Furgesson, ibid., Qq. 3217-20, p. 196, and Qq. 
3364-8, p. 203; the evidence of John Lavee, ibid., Qq. 3230-1, p. 197, Qq. 
3363-4, p. 203; and that of Dr. Webster, ibid., Q.3226, pp. 196-7, Qq. 3284- 
92, p. 200. 

2 Ibid., Q. 3439, p. 207. 

3 Ibid., Qq. 1828 et seq., pp. 110 et seq. 
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4 Ibid., p. iv. 
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arc asserted; a bare affirmation that they reject my proposed 
revision is all the majority of the day, in fulfilment of the pur¬ 
pose of their appointment have presented to the country’. 1 

As a matter of fact, it does seem that the Liberals did all 
they could to obstruct his plan: in the House of Commons as 
we have seen, they opposed his motion for the setting up of 
the Committee, 2 and when the formation of the Committee 
was ordered by the House, its members were selected by 
the Government Whips. The Government’s attitude could 
indeed be discerned in the manner and tone of the interroga¬ 
tion of witnesses, particularly in that of the Chancellor of the 
Exchequer, Mr. Lowe, Sir Stafford Northcote, and Mr. 
Sotheron Estcourt. Many examples could be given of this. 
One illustration of the tone of Government spokesmen will 
suffice: 3 

Mr. Lowe: ‘You tax the father and you tax the son, and you say 
that taxing the son is taxing the father twice?’ 

Mr. C. Ansell: ‘No, I do not think a succession is the same 
thing. . . .* 

Mr. Lowe: ‘Capital is called, metaphorically, the father of 
interest . . &c. 

But the weaknesses were not all on one side. The argument 
of the Chairman and the leading witnesses who supported his 
plan suffered from inconsistencies which seemed to their 
critics—and in reality were—inadmissible. For instance, the 
controversial individualist basis on which they partly endeav¬ 
oured to base the claim for differentiation was still present in 
their arguments although less emphasis seems to have been 
laid on it than before. Future requirements of people with 
temporary incomes were now more or less brought into the 
foreground; but the reformers were still harping on the sense 
of sacrifice resultant from paying the tax bill out of two differ¬ 
ent kinds of income, the one obtained by personal exertion, 
and the other from investment. Mill for instance, was still 

1 See Observations on the Report and Proceedings of the Select Committee on the 
Income and Property Tax , in a letter to John Stuart Mill y Esquire (Aug. 1861), p. 3, 
The pamphlet in question was kindly made available to the present writer by 
Lord Addington, Mr. Hubbard’s grandson. 

2 Hansard (3rd scries), clxi. 624-36. 3 Report y Qq. 2554-6, p. 155. 
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arguing that the exemption of savings would not particularly 
favour the affluent against the poor so long as the latter were 
allowed the same advantage. His reason was that 'though they 
[the poor] save less, still what they do save costs them a much 
greater effort, and therefore to have that effort alleviated, is a 
greater advantage to them’. 1 

Gladstone and his followers gave little attention to this 
controversial theory; but concentrated their criticism on the 
practical defects of the plan. In the first place, they questioned 
the treatment of life annuitants in Hubbard’s scheme. Accord¬ 
ing to the scheme, life annuities—like all terminable annui¬ 
ties containing a certain amount of capital—were to be 
assessed only on the element of interest they contained. But 
this view disregards the vitally important fact that the annui¬ 
tant’s deliberate transformation of his capital into income 
with the clear intention of consuming it deprives his annual 
receipts of the essential feature of capital—its employment in 
production. The proposed exemption therefore—which 
would give immunity to such annuitants—was incompatible 
with the ultimate aim which the reformers had in view. Dr. 
Farr’s evidence serves as a good illustration of the contradic¬ 
tion in which these witnesses found themselves. In the course 
of his examination, Farr more than once averred that life 
annuities were usually demanded and bought by a class of 
individuals who intended to live on them, while inversely 
those annuities that were concluded for a term of years were 
in demand and dealt with ‘by people engaged in business’. 2 
Yet he made no distinction between these two classes and 
required that both be treated identically. Thus he ignored 
the fact that the only justification on which the demand for the 
exemption of capital was founded no more existed, since 
the spending of such incomes (of life annuitants) meant that 
the element of capital they contained had ceased to do its job 
and had therefore no claim to exoneration. 

Secondly, from the question of life annuities arose a further 
difficulty which made the argument of Hubbard and his sup¬ 
porters more inconsistent. To the general rule of taxing life 

1 Ibid., Q. 3593» P* 2I 9* 

1 Farr’s evidence, ibid., Q,. 2984, p. 183. 
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annuities on interest alone, Hubbard made an exception: life 
annuities on land. He maintained that since such annuities 
were in reality a form of rent, their recipients should be 
assessed at the full rate. ‘My plan’, he told the Committee, 
‘does not recognise the existence of any tenure at all; it goes to 
the rent and takes . . . the proportion that the Exchequer 
requires/ 1 He even thought that such annuities ‘ought to be 
called an independent name because ... they were essentially 
different in their nature’ from other forms of life annuity. He 
suggested the term ‘life interests’ as a substitute. But he did 
not explain in what respect such annuities differed from the 
other forms of life annuity. 

Mill, who upheld the same view, tried to defend it on two 
grounds: (a) that ‘life claims’ were normally more secure and 
less capricious than industrial or professional incomes, and 
( b ) that such incomes were almost entirely assigned to ex¬ 
penditure, since the recipients were under no necessity of 
saving. 2 

Ncwmarch was also of this opinion; and despite the incon¬ 
sistent answers he gave when questioned, his views may be 
summed up as follows. The holder of life annuities or life 
stipends on land should be assessed at full rate because such 
annuitants, generally speaking, get their annuities cither by 
grant or inheritance. They therefore have to make hardly 
any exertion or effort in acquiring them. Moreover, he con¬ 
tended, the source from which these annuities were derived 
was inexhaustible. ‘It will continue during the life of the 
holder of the annuity and will continue for any supposable 
extent of time after the failure of that life.’ 3 Thus comparing 
two annuitants, the one holding a State annuity for life, and 
the other a life annuity upon land, he contended that the 
former was ‘a person who year by year is consuming capital’, 
while the latter was ‘a person who consumes year by year 
something which docs not exhaust the fund from which it is 
derived’. 4 


' Hubbard’s evidence, Report, Q,. I2J0, p. 71, and cf. also Qq. 1220-2, p. 72. 
1 Ibid., Q.. 3560, p. 215. 

3 Ibid., Q.. 998, p. 54. 

4 Ibid., Q..997, p. 55. 
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But this line of argument is at variance with the principle 
these witnesses adopted as to the taxation of other forms of 
life annuities. For ‘life interests’ were just the same as other 
annuities. They could be bought and be converted into life 
income, which obviously did contain—like all terminable 
annuities—a certain amount of capital repayments. The fact 
that they were secure and less capricious than earned incomes 
is a characteristic which was not confined to life interests. The 
same was true of state annuities for life. Nor could it be said 
that the latter class were obtained with more exertion, if any 
at all, than life interest on land. Nor was there any evidence 
that the capital element they contained was reinvested. Yet 
according to Hubbard’s proposed plan the State annuities 
were to be assessed at a lower rate. As for the inexhaustibility 
of the source from which life interests were derived (i.e. land), 
this is obviously a fallacy: When Newmarch suggested, in the 
case of two sisters, the one with a life annuity, and the other 
with a life interest on land, that the latter should be charged 
at full rate, he seems to have overlooked the fact that the 
thing that mattered in this particular case was the durability 
of the annuity itself and not the land from which that annuity 
was derived. By making the durability of land his criterion 
of differentiation he gave his opponents the chance to em¬ 
barrass him by propounding this question: . . Is the annui¬ 
tant upon land at all better off because the land will endure 
after her life than the annuitant at the National Debt office 
who derived her income from the funds?’ 1 The distinction 
which the advocates of the plan endeavoured to draw between 
life interests on land and life annuities could not, as the Glad- 
stonian party felt, be maintained. 

Finally, the scheme was inconsistent in its treatment of 
Schedule A. According to the proposed scheme, this Schedule 
was to be taxed at full rate. But this failed to allow for the 
case, which is by no means unimportant, where landlords 
would save and invest their savings in the improvement of 
their lands. They then would be subject to the alleged in¬ 
equality of double taxation; and if this inequality should 
afford a ground for differentiation in favour of recipients of 
1 Ibid., Q. 996, p. 55. 



150 Hubbard's Committee , 1861 

earned incomes, it is equally valid in the case of the landlords 
whom the proposed plan disregarded, 1 

But the weakest spot in the reformers’ argument was the 
theory of double taxation. It was this which gave Gladstone’s 
party the most serious misgivings. The fallacy in this theory 
has already been pointed out in the previous chapter; 2 it is 
our intention here to see the line of criticism which Gladstone 
and his followers developed against it, which was in fact their 
main reason for the rejection of Hubbard’s plan. 

The advocates of differentiation defined income for taxa¬ 
tion purposes as 'the net revenue which is available for the 
purpose of expenditure’. 3 Unless measures were taken in 
order to preserve the individual’s earning power by means of 
savings, incomes which arc 'normally equal are not equal for 
the purpose of expenditure’. 4 Hence it was necessary (so it 
was contended) that cognizance should be taken of this fact, 
and that those who needed to save should be allowed a deduc¬ 
tion from their incomes on that account. For only then would 
this class of taxpayers be placed on the same footing as those 
with permanent incomes. 

Thus far the argument was coherent; 5 but the validity of 
its next step was less certain. From the demand for the exemp¬ 
tion of savings requisite to the preservation of earning power, 
Mill, Newmarch, and Hubbard, rather inexplicably, wrung 
their conclusion that 'all savings’ should be exempted in order 
to avoid double taxation. 6 This demand for the exemption of 
all savings was reached through the assumption which we 
have noticed earlier that those who saved were almost 
exclusively recipients of temporary or precarious incomes, 
and that they did so in order to maintain their earning power 
and provide for their future requirements. But the assump¬ 
tion obviously does not fit the actual facts. There are savings 
which are not the outcome of thrift, but arc the unused rem¬ 
nant of a very large income. An affluent industrialist, for 

1 Cf. Hubbard’s evidence, Report , Qq. 1529-30, and Q_. 1534, pp. 92-93. 

1 See Chap. VII, pp. 134-6 above. 

3 Hubbard’s evidence, Report , Q. 1566, pp. 96 ct scq. 

4 Mill’s evidence, ibid., Q_. 3543, p. 213. 

5 Yet cf. the draft report of Robert Lowe, where even this was repudiated. 

Ibid., pp. xxi-xxii. 6 Ibid., Q_. 2543, p. 213. 
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instance, does not save because he wants to secure a living 
for the future. That he can procure by maintaining his capital 
intact. After this is secured, he will be at liberty to consume 
all the rest of his income without in the least affecting his 
earning power. He only saves because he has satisfied all his 
pressing wants, and those that remain unsatisfied are so 
trivia] that he does not trouble to satisfy them. Now, clearly 
the classification of his savings with the savings of, say, a pro¬ 
fessional man or a trader of modest or moderate income is a 
confusion. The one is the outcome of superabundance while 
the other is the result of thrift. True, ‘by exempting all 
savings’, as Mill argued, ‘all claims on the grounds of the 
necessity of saving would be satisfied’; 1 but this view over¬ 
looks the fact that all savings do not have an equal claim 
to exemption. And this was precisely the objection of the 
opponents of Hubbard’s plan. The universal exemption of 
savings—as Gladstone and his adjutants rightly objected— 
would lead to favouring the wealthy who found it easy to 
save, at the expense of the penurious, who could not save 
at all. 

In his attempt to expound—rather apologetically—the 
claim for the exemption of all savings, as presented by 
Newmarch and Mill, Hubbard asserted that it was only ‘an 
expression of what... ought to be done, namely, the exonera¬ 
tion ... of one-third’ of net income. 2 But Gladstone’s subtle 
questioning compelled him eventually to recant this con¬ 
ciliatory statement and to renounce the suggestion that all 
savings should be exempt from taxation. 3 

*—Then you would not endorse the particular expression that 
savings ought not to be taxed? 

—No; I should be venturing upon dangerous ice. 

The inconsistency in the plea for the total exemption of 
savings is obvious, when it is looked at from another angle. 
As Gladstone and his supporters pointed out, it would reduce 
income taxation to a form of commodity taxation. This 

1 Ibid., Q.. 3588, p. 219. 

2 Ibid., Q.. 1355, p. 81, and cf. also Q. 1397, p. 84. 

3 Ibid., Q.. 1351, p. 81. 
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objection was so forcible that it placed Newmarch, who had 
the bad luck to be plied with it, in a hopelessly untenable 
position. When the unsympathetic Lowe put to him the ques¬ 
tion as to how the taxation of expenditure could be recon¬ 
ciled with equality of sacrifice, Newmarch’s answer was that 
‘Equality of sacrifice . , . may be defined to be taxation in 
proportion to expenditure’. 1 Indeed, the taxation of articles 
of general consumption, he asserted, is the ‘fairest’ mode of 
taxation ‘because ... it falls equally upon all the population 
of the country’ and because it implies ‘a large amount of 
scientific truth, and a large amount of substantial justice’. 2 
These assertions evoked ironic questions from Lowe: 3 

Do you think that the sacrifice of a washerwoman, upon her 
pound of tea, if is. a pound duty is imposed upon it, is the same 
sacrifice as the case of a millionaire when a pound of tea is con¬ 
sumed by him? 

—A washerwoman is generally considered an extravagant con¬ 
sumer of tea. 

Do you think . . . that a shilling taken from a poor man is no 
greater sacrifice to him than a shilling taken from a rich man? 

—That would depend upon the purpose for which the shilling 
was taken, &c. 4 

The questioning went on after this manner: Lowe pressing 
hard, and Newmarch, feeling, doubtless, the force of his 
questioning, trying in vain to avoid a frankly damaging 
admission of the question-master’s point of view. No wonder, 
therefore, that the antipathetic Gladstonian members of the 
Committee could not be convinced of the merits of the pro¬ 
posed plan when Newmarch began by defending one of its 
major principles, and ended by giving his blessing to indirect 
taxation of expenditure. 

Nor was this the only defect in the basic argument put for¬ 
ward in support of differentiation. Its advocates flatly denied 
that the size of income had any bearing on ability to pay. 
This confronted them with serious difficulties. They had, for 

1 Report , Q. 688, p. 39. 

2 Ibid., Qq. 692-4, p. 40. 

3 Ibid., Q..695, p. 40. 

4 Ibid., Q..699, p. 40. 
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instance, to justify the practice to which their plan would at 
once have led, viz. the taxation at a higher rate of small 
incomes derived from land or securities as compared with 
high industrial and trade incomes which were to be taxed at 
a reduced rate. It was this point that Lowe and Gladstone 
exploited when they contrasted the taxability of owners of 
modest incomes from land or securities with those of sleeping 
partners in big industrial or commercial companies, and joint 
stock companies. 1 

The error in the argument of this school of thought—and 
in that of all the witnesses who pursued Mill’s line of analysis 
—is this. Following the classical contention that investment 
was the key to prosperity and that it could only be effected 
by providing the necessary capital, the weight of their ‘scien¬ 
tific evidence’ was lent to the achievement of this end. In 
order to enable society to attain this desirable objective, they 
argued, all sources of wealth which were to be assigned to 
production, should be exempt from taxation. Conversely, all 
capital withdrawn from production and consumed should be 
made subject to taxation. In their attempt to convince their 
opponents of the validity of these views, and to induce the 
legislators to adopt their proposals, they lost sight of the fact 
that they were in reality contending for a positive State inter¬ 
vention to encourage the creation and accumulation of new 
capital. Had they had the insight to realize this fact and stand 
for it, their argument would have been consistent, and they 
might have had a better chance of winning over some at 
least of their opponents on the Committee. Instead, however, 
they endeavoured to defend their contention on grounds of 
equity and show that double taxation—rather a clumsy term 
—would be an inevitable corollary of a uniform rate. But 
this line of argument which helped their claim for the exemp¬ 
tion of capital repayments in case of terminable annuities 
militated against the claim for favouring the formation of 
capital at the expense of consumption. Indeed, if considera¬ 
tions of equity and welfare warranted a lenient treatment of 
modest incomes of a temporary or precarious nature, no such 
justification could be found for differentiation in favour of the 
1 Ibid., Qq. 2761-6, p. 171. 
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bigger earned incomes especially those derived from manu¬ 
facture or commerce. 

Further, their denial of the bearing of the size of income on 
taxability led Hubbard and the supporters of his scheme into 
an even more difficult position. They all declared themselves 
against graduation. Mill, who was more liberal than the 
rest, and accepted graduation as a device to mitigate the in¬ 
equalities of wealth distribution, denounced it, if applied to 
income taxation, as ‘unjust and impolitic 5 . 1 He was of the 
opinion that ‘as long as the income is in the hands of the 
person in whose hands it originated, the presumption is that 
he earned it 5 . 2 Any imposition of higher rates of taxation on 
the higher income group would necessarily entail a heavier 
burden on the production of new wealth and would be bound 
to check incentive and stunt capital. Hubbard and Newmarch 
went even farther. According to the former, graduation of 
any description or degree was ‘an approach to socialism 5 , 3 
and noxious to the accumulation of capital and growth of 
industry. The latter denounced it as being ‘confiscation 5 and 
a penalization of‘prudence and virtue 5 . 4 It escaped the atten¬ 
tion of these witnesses, however, that the vigorous denuncia¬ 
tion of this principle was in fact an apparent contradiction 
of the principle which they were propagating. Because if 
differentiation was proposed with a view to alleviating the 
burden on those who have less to spend and are under obli¬ 
gations to save—i.c. owners of precarious or terminable 
incomes—was not this a distributional distinction between tax¬ 
payers? In other words, did not the proposed differentiation 
in reality ‘resolve itself 5 , as Lowe rightly put it, into taking 
‘the abundance or penury of different people 5 as a criterion 
of assessment with the professed intention of imposing the 
heavier part of the burden on those who are more able than 
others to cope with it? 5 Was not the difference after all merely 
quantitative? 

1 Mill’s evidence. Report , Q. 3585, p. 218. 

2 Loc. cit. 

3 Hubbard’s evidence, ibid., Q. 1119, p. 63, and also Qq. I545~9> p. 95- 

4 Newmarch’s evidence, ibid., Q. 750, p. 42. 

5 Lowe questioning Newmarch, ibid., Q. 753, p. 42-43. 
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VI 

Having thus reviewed the arguments which the advocates 
of reform advanced in support of their scheme, it remains to 
state briefly the argument of their opponents. Most of the 
views of this group can be grasped by inference from the 
manner of questioning in the Committee. But the draft 
report which Lowe submitted and which was not adopted, 
contains a more coherent and explicit statement of their 
case. Briefly stated, it was as follows: 

First, Adam Smith’s dictum that the subject of the State 
ought to contribute ‘in proportion to their respective abilities, 
that is in proportion to the revenue which they respectively 
enjoy under the protection of the State’, can only have one 
meaning, and that is a uniform rate. Secondly, the part of the 
individual’s income which is saved, is as much obtained under 
the protection of the State as the part which is assigned to 
expenditure. Any differentiation in favour of the former would 
thus violate the distribution of taxation according to ability 
to pay. Further, the exemption of life-insurance premiums is 
the only form in which differentiation could legitimately be 
effected. It only exempts those who save out of prudence and 
show proof of their doing so. It is therefore better than giving 
immunity to all recipients of earned incomes on the unsub¬ 
stantiated assumption that they all save one-third of their 
income. Besides, differentiation through the exemption of 
life-insurance premiums is open to all taxpayers and hence 
is more consistent with the policy which aims at encouraging 
accumulation of capital than Hubbard’s plan which dog¬ 
matically confines the differential treatment to recipients of 
earned incomes. Under the latter scheme, individuals taxed 
under Schedules A and C would not benefit from any im¬ 
munity given to savings, whereas under the prevailing prac¬ 
tice this was applicable to all who could prove that they laid 
up a certain amount of their income. Finally, in judging the 
distributional effects of taxation, it is the whole tax structure 
that should be judged and not individual taxes. The income- 
tax was, to this school of thought, rather a supplement than a 
substitute for indirect taxation. If therefore it taxed savings, 
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other than those which took the form oflife-insurance policies, 
it was to make good the shortcoming of indirect taxation 
which could not reach savings. 1 

VII 

As has been said earlier in this chapter, the Committee’s 
brief report rejected Hubbard’s plan in the most unequivocal 
terms; and they concluded that since the income-tax reform, 
particularly its reconstruction on a differential basis, had 
twice been thoroughly examined and found unfeasible, it was 
evident that the objections to the tax were unsurmountablc. 
In other words, either the tax had to go altogether, or else it 
had to be retained as it was. The possibility ofa rcconciliatory 
solution by adopting the more practical of the suggestions 
put forward by the advocates of differentiation was completely 
ruled out. This was the great error which Gladstone and his 
followers committed. For as future progress showed, distri¬ 
butional considerations on which this latter group based their 
principal objections to Hubbard’s scheme, were not after all 
completely irreconcilable with the economic argument of the 
Millites for total exemption of savings. That the special 
emphasis laid by the Millites on the economic aspect of 
differentiation with a view to encouraging the accumulation 
of capital, was an unfortunate blunder, is an undeniable fact; 
but the Committee were equally mistaken in condemning 
differentiation outright mainly because Hubbard’s scheme 
favoured high industrial incomes at the expense of modest 
investment incomes. This line of criticism was certainly valid 
against Hubbard’s scheme with its unlimited differentiation 
—differentiation that is, which took no account of the size of 
income. But certainly this criticism did not weaken the case 
for a qualified differentiation (like the present one). If Glad¬ 
stone and his followers were right in rejecting unlimited 
differentiation, they could still have reconstructed the scheme 
and allowed differentiation in a qualified form. This would 
have been more reasonable than denying the whole principle. 

Nevertheless, this inquiry, it may be said in conclusion, 
was very valuable. Its significance lay in the fact that it showed 

1 Lowe’s draft report, Report, pp. xxi-xxv. 
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distinctly the discrepancy between the two aspects of differ¬ 
entiation. Both its advocates as well as its antagonists, were 
one sided; they both confined themselves strictly to one aspect 
of the subject. This, of course, accentuated their differences. 
Thus, it paved the way for a more comprehensive survey by 
the future generation, and for an eventual reconciliation. 



CHAPTER IX 


Recasting the Theory of Differentiation 

I 

T h e publication of the Committee’s Report and minutes 
of evidence provoked, as was natural, a host of criti¬ 
cisms and discussions which were now voiced in con¬ 
temporary periodicals instead of in pamphlet literature as 
had occurred previously. Most of what was published was, in 
fact, a repetition of the two arguments to which mention has 
already been made—that the size of income alone was an 
inadequate criterion of ability to pay, 1 and that the tax should 
be assessed and levied on net instead of on gross income, 2 
None the less, these newly revived discussions are worth a 
review. In view of their defeat which has been described in 
the previous chapter, some advocates of differentiation began 
now to re-examine their theory in the light of the criticisms 
which their opponents launched. This was the task which the 
Westminster Review took upon itself. 

To begin with, personal labour and effort in acquiring 
income were found to be too incalculable (and if not incal¬ 
culable too personal) to provide a basis for differentiation. 
This argument was therefore pushed to the background, and 
in justifying differentiation, emphasis was now laid on the 
precarious nature of the source from which earned incomes 
were derived—a view which we have seen advocated in the 
forties: Tt is solely the precariousness of the duration of in¬ 
dustrial incomes, not the fact of their being industriously 
earned, that entitles them to exemption.’ 3 

— 1 See, for instance, The Economist , 28 Sept. 1861, vol. xix, no. 944, pp. 1067; 
see also the issue of 7 Sept, in the same volume, pp. 981-2, and that of 23 Feb. 
1861, no. 913, p. 199. See also the Journal of the Royal Statistical Society } vol, 
xxiv, 1861, p. 217, 

2 Almost all the foregoing references had touched upon this point, but see 
particularly Fraser's Magazine , April 1862, vol. Ixv, pp. 408 et seq., and the 
Journal of the Royal Statistical Society , vol. xxv, 1862, pp. 357-8. 

3 Westminster Review, xxi (n.s., 1862), 115. Similarly, The Times, 7 Sept. 1861, 
p. 6, col. 3. Cf. also John Noble, The Queen's Taxes , An Enquiry into the Amount , 
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Further, the claim for the total exemption of all savings for 
which Mill and his followers contended, was found untenable 
on further scrutiny* Such a claim, it was now admitted, would 
necessarily lead to its obvious ‘correlative, that taxation 
should be proportioned to expenditure’—a corollary which 
is the opposite of payment according to ability. 1 Any attempt 
to reconstruct the tax in accordance with Mill’s dictum would 
therefore undermine its distributional purpose. 2 

The exemption of savings, it was now argued, could only 
be justified if such savings were required to maintain the indi¬ 
vidual’s earning power after his present income ceased to 
accrue to him. Such an exemption would put owners of pre¬ 
carious or temporary incomes on an equal footing with those 
of‘spontaneous’ incomes. Indeed, that part of income which 
was saved to maintain earning power or to provide for future 
requirements did not rightly belong to the same period of 
time in which it happened to accrue; and to tax it was, in 


Incidence, and Economic Results of the Taxation of the United Kingdom, Direct and 
Indirect (1870), pp. 155-7; and Sir S. M. Peto, Taxation , its Levy and Expenditure , 
Past and Future; being an Enquiry into Our Financial Policy (1863), PP* 85-O6. 
Incidentally Scligman cited Peto as one of the few writers who were still oppos¬ 
ing the principle of income taxation as such; and this on the ground of the 
latter’s description of the tax as being ‘too oppressive, too obnoxious, too 
unequal, too immoral in its character, to permit of its continuance’. Admittedly 
Peto had said this, but he was referring to the tax then in force and not to income 
taxation as such. As a matter of fact, Peto had been all through his work 
(especially chap, iii, pp. 88-96) defending the scheme of differentiation which 
Joseph Hume and Dr. Farr advocated in 1852. (Cf. Scligman, The Income Tax , 
p. 162.) It must be added, however, that this correction of Scligman’s citation 
docs not reverse his statement that at that time some slender, though diminish¬ 
ing, opposition to the principle of income taxation still existed. Such was, for 
instance, the views for which the Quarterly Review contended (sec vol. cix, Jan. 
1861, pp. 212-47; but cf. vol, clxi, Oct. 1885, pp. 401, for a somewhat different 
view). See also Fraser's Town and Country Magazine , vol. lxix, April 1864, 
pp. 507-20. This latter periodical was in favour of substituting an inhabited 
house duty for the income-tax. Similarly, the Contemporary Review, vol. xxxviii, 
1880, pp. 101 ct seq. Views as these, which, as we said were now gradually 
fading away, are not discussed in the text because they introduced no new 
argument against the principle of income taxation. They only repeated 
McCulloch’s argument, which has been discussed in Chap. V, pp. 88-9 above. 

1 Westminster Review , xxi (n.s., 1862), 98; and The Times , 7 Sept. 1861, p. 6, 
col. 3. 

2 Cf. Prof. Leone Levi’s contribution in the Journal of the Royal Statistical 
Society , vol. 37, pt. ii,June 1874, pp. 156-7; and Prof. H. Fawcett’s contribu¬ 
tion in Cassell's Magazine , Nov. 1873, p. 434. 
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effect, to tax a future income now. It war, as if on any par¬ 
ticular day a tax were assessed on the wages received by two 
men, one of whom received a day’s wage on that day, and the 
other his wages for the whole year. 1 

But—and this is a vitally important qualification—any 
attempt to push the exemption of savings a step farther, that 
is beyond the amount requisite to the maintenance of earning 
power or the meeting of future needs—would impair the dis¬ 
tributional value of the tax and be an undue gratuity to the 
affluent: ‘There is a vast difference in financial principle 
between exemption from the taxation of the year’s savings 
out of the proper income of the year, and exempting savings 
of money which docs not belong to the year.’ 2 While the latter 
was warranted by the fact that it was necessary for the ‘per¬ 
petuity of national income’ and the continuity of production, 
the former gave a licence to evasion. 3 

In practice, however, this new argument for differentiation 
did not differ much from that of Mill and Hubbard. It 
claimed the exemption of one-third of earned income (or the 
reduction of the tax rate on such incomes by one-third, which 
—with a strictly proportional tax—amounts to the same 
thing) as against the taxation of the whole amount of net 
income from land and securities. Against the popular criti¬ 
cism that such exemption would ‘give insufficient relief to 
some and undue favour to others, and that all relief to the 
favoured class must be granted at the expense of those which 
have no exemption’, 4 the Westminster Review contended that 
this was a purely verbal argument For no matter how imper¬ 
fect this scheme might be, it nevertheless was sure to alleviate 
the pressure of the prevailing tax distribution on a class that 
most rightly claimed relief. And if as a result of such a read¬ 
justment, the tax rates should have to be altered, and certain 
classes pay more, this was but natural; it was exactly the 
object at which the equalizing of the tax aimed. 5 

1 Westminster Review , xxi (n.s., 1862), 101; and Fraser’s Magazine , April, 1862 
p. 408. 2 Westminster Review y xxi (n.s., 1862), 115. 3 Ibid., p. 105. 

4 This was the argument which Gladstone put before the House in order to 
dissuade it from ordering the setting up of the Select Committee which Hubbard 
was trying to form in 1861. (See Hansard, 3rd scries, clxi. 624-36.) 

5 The Westminster Review, xxi (n.s., 1862), 126. 
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But notwithstanding the similarity between this view and 
that advocated by Mill and his followers, there existed be¬ 
tween them a difference which should be emphasized here. 
For Mill, the reduction of the rate of tax on earned income by 
one-third was simply a practical expedient—the best that 
could be managed, failing the total exemption of savings. The 
Review , on the other hand, regarded the one-third reduction 
as perfectly satisfactory. It would secure the relief of taxpayers 
with earned incomes. 

Obviously the renunciation of the claim for the total exemp¬ 
tion of savings implied the abandonment of Mill’s theory of 
double taxation. It was now maintained that only in one 
instance did this theory hold good—the case of terminable 
annuities. There, the tax fell both on income and on what 
might properly be regarded as capital, so that the taxpayer 
was taxed twice over. 1 

This new presentation of the case for differentiation thus 
succeeded in freeing its claim from the objection that it was 
founded on grounds diametrically opposed to progressive dis¬ 
tribution. On the contrary, differentiation was shown to be 
desirable for the same reason as graduation—both made for 
more equitable tax distribution. For after all, the whole con¬ 
cept which underlay the differential theory could be summed 
up by saying that owners of precarious and temporary in¬ 
comes were, in effect, in possession of smaller means than they 
appeared to be. Their taxable capacity was less than those 
who were in possession of numerically similar incomes but 
which were of a secure and permanent nature. 

Nor was that all. This new argument refuted another 
serious objection. It had sometimes been objected against a 
differential tax, the Westminster Review added, that propensity 
to save and the amount of savings did not solely depend on 
the nature of the individual’s income. It was now conceded 
that this was undoubtedly true. It was true, that the taxpayer 
after the imposition of the tax could maintain the level of his 
previous savings by retrenching his expenditure in such pro¬ 
portion as his time preference (to use the modern jargon) 
would decide. But it was further added that this was no 

1 Ibid., p. 109. 
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objection. Although the taxpayer had a seeming choice of pay¬ 
ing the tax either out of his savings or out of his expenditure, 
the injustice of the tax bearing more heavily on earned income 
remained. The nature of the issue was not changed as a result 
of the tax being paid wholly or partially out of current expen¬ 
diture. All the choice the individual seemed to have, was that 
of deciding ‘whether he will bear the whole privation now, or 
spread it over the future’; 1 but the ‘privation’ which the im¬ 
position of the tax caused was still there. In both cases the 
recipient of a temporary income would suffer a ‘privation* 
which the recipient of an equivalent permanent income would 
not have to bear. 

Besides these modifications the Westminster Review had two 
minor improvements to suggest. The first concerned pen¬ 
sioners. In the scheme which he submitted to the 1861 Com¬ 
mittee, Hubbard proposed to tax this group as owners of 
fixed incomes, and so to deprive them of the privilege of a 
differential rate. This was now found indefensible, because 
‘the recompenccs of a man’s service during his working years 
consist not only of the wages he earns, but also of such deferred 
payments as he may have a right to . . . accept’. 2 Hence, it 
was only reasonable that pensions should be treated as 
earned incomes, and that the differential rate should apply 
to them. 

The other modification concerned life annuities. It will be 
recalled that Hubbard had wished to tax the interest part of 
the annual instalment of such annuities only. Hubbard’s 
critics, on the other hand, attacked this proposal on the ground 
that such annuities revealed the owner’s deliberate intention 
to transform his capital into an income that would last him 
all through his life, but no longer; and that such transforma¬ 
tion justified the taxation of the whole annual instalments at 
Tull rate. They had also pointed to the inconsistency of isolat¬ 
ing the case of life interests on land, which, although they 
hardly differed from other forms of life annuities, had, accord¬ 
ing to Hubbard’s scheme, to pay the tax on their full annual 
instalments. In an attempt to reconcile these two views, the 
Westminster Review suggested the reduction of the tax rate by 

1 Westminster Review, xxi (n.s., 1862), 105. 2 Ibid., p. 120. 
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20 per cent, on such annuities, as against the taxation of tem¬ 
porary annuities on their interest element alone. 

Although the Westminster Review did not discuss the ques¬ 
tion of graduation at length as it did that of differentiation, 
its approval of it was clearly implied. In its essence the view 
it maintained was this. Since by far the larger part of the 
revenue was still collected by means of indirect taxes on 
articles of general consumption, and since the contribution of 
the lower income groups was far larger—both in its absolute 
volume and its proportion to the size of the individual’s 
income—than that of higher income groups, it was obvious 
that the tax system was regressive, that is, 'graduated’ in such 
a manner as to bear 'heavier on small than on large incomes’. 1 
Hence, any attempt, the Review concluded, to equalize the 
burden could only be brought about 'by an income tax that 
would counterbalance the pressure of indirect taxation on the 
smaller incomes’ 2 —that is by a progressive income-tax. But 
the form which such tax should take was not discussed. 

It can hardly be said that the Westminster Review was ad¬ 
vancing a new line of thought. Yet its wariness does not make 
its contribution less valuable. If not actually the first, it cer¬ 
tainly was one of the earliest attempts which the advocates of 
differentiation had made, to examine and revise—perhaps 
radically—the grounds on which their claims were founded, 
and to pull together the threads of their arguments so as to 
present them in a more acceptable form. The Westminster 
Review’s contribution thus forms a not unimportant link in the 
development of the progressive principle. 

Indeed, the Westminster Review’s implied support of progres¬ 
sion was decisive. So far, Gladstone and his immediate sup¬ 
porters had been alone in urging that the income-tax should 
be judged in the light of the tax structure as a whole. They 
asserted that the burden of death duties on immovable pro¬ 
perty (which the supporters of differentiation ignored) should 
be borne in mind when loud complaints were made of the 
heavy weight of the income-tax on earned incomes. 'It would 
be unjust’, as Gladstone’s supporters protested, ‘to make any al¬ 
teration in the present incidence of the Income Tax without, 
1 Ibid., p, 100. z Ibid., p. 98. 
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at the same time, taking into consideration the pressure 
of other taxation upon the various interests of the country’, 
some of it imposed by recent legislation and in one case at 
least (that of the succession duty), designed by way of com¬ 
pensation. 1 This line of argument must have—and indeed 
had—been embarrassing to the champions of differentiation 
who seem to have endeavoured to evade it. Hubbard, for 
example, in answering this particular point in the Commit¬ 
tee^ final report, brushed the whole argument aside, contend¬ 
ing that it was the task of those who made ‘this assertion to 
substantiate it’. 2 Yet it was this very line of argument which 
the Westminster Review had now adopted and proved to be 
most favourable to the case for amendment and detrimental 
to the retention of the tax in its existing form. Indeed, what 
better evidence could the supporters of a reformed and per¬ 
manent income-tax have adduced than the demonstration 
that, despite the repeated reductions and remissions of in¬ 
direct taxation which the free traders had effected, 58 percent, 
of the Exchequer’s net receipts in 1860-1 were still the pro¬ 
duce of excise and customs duties alone, and only 17 per cent, 
were the produce of income-tax and legacy and succession 
duties together? 3 But this line of argument was hardly open 
to Hubbard and his supporters who had committed them¬ 
selves to the criterion of expenditure as ‘the limit to the 
measure of taxation’. 4 


n 

To complete this account of the new attempt to defend 
differentiation on the ground of the precarious or terminable 

1 Refwt, p. xxix. The above-quoted was suggested to the Committee by Sir 
Frederick Hcygate and supported by Gladstone, Lowe, Northcote, and Sir W. 
Hcathcotc. The resolution was passed by a vote of 5 against 4; cf. pp. xxix-xxx. 

2 See Observations on the Report and Proceedings of the Select Committee on the 
Income and Property Tax , p. 16, (For full title see note 1, p. 14G above.) 

3 The total revenue in 18G0-1 was £73,080,771 of which £42, 826,383 was 
the produce of excise and customs, and £13,118,825 of income-tax and legacy 
and succession duties. See Parliamentary Papers, Accounts and Papers , vol. xxxvi 
of 1861, pp. 12 and 24-26. The figures which the Westminster gave were not 
quite the same, but none the less portraying the pressure of the tax system not 
inaccurately. 

4 See Hubbard’s pamphlet, How should an Income Tax be levied?, p. 8. (For full 
title sec note 3, p. 106 above.) 
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nature of earned incomes (and hence their smaller value at 
any level of income), reference should be made to a paper 
that was delivered before the Economic Section of the British 
Association early in 1874 by P. Hallett. It is interesting for 
its redefinition of the capitalization (or more strictly discount¬ 
ing) principle which by implication demonstrated that an 
earned income was always worth less than an investment 
income of the same nominal amount. 

The main points in this paper were these. First of all, 
equality should constitute the first and supreme maxim of any 
tax distribution policy. Secondly, equality could only be 
effected among people equally situated; and so any attempt 
to equalize the tax burden of the different classes should be 
preceded by the preliminary step of equalizing, for computa¬ 
tion purposes, the value of their incomes. Thirdly, the source 
from which income is derived is the fundamental factor in 
this process of equalization, and to disregard it is 'to identify 
certainty with precariousness, net with gross, perpetuity with 
terminability’, and to affirm 'that a profit account subject to 
loss is the same as a profit account without loss’. 1 This was the 
flaw both in the law then in force, in the actuaries’ scheme 
before the Committee of 1851-2, and in Hubbard’s improved 
scheme of r 861. 

Hallett then proceeded to develop a standard formula for 
equalizing different incomes. Since incomes varied in value 
according to their duration, and since permanency was the 
most convenient standard of duration, the formula could be 
worked out by excluding all the expenses which the indi¬ 
vidual would incur in making his income permanent. By this 
formula a scheme of equal taxation could be reached. But 
how could this be done in practice? Briefly, Hallett’s answer 
was by taking care to keep intact either ‘capital’, or the indi¬ 
vidual’s earning power. Where income was the product of 
capital alone, the value of the equipment, or where it was the 
product of capital and human labour combined, both clc- 

1 P, Hallett, The Income Tax Question; An Examination of the Chief Theories of 
the Subject according to the Rule of Equality , and an Attempt to unite them on a Basis of 
Permanent Annual Value; containing also a Suggestion for a less Inquisitorial Method 
of Administrating the Tax (1874), P- 3 * 
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ments, should be maintained in undiminished value. Under 
the existing system this was far from realization. For instance, 
a man who bought horses to hire was allowed all the necessary 
expenses of maintaining, treating, and insuring them; but no 
allowance was made for the employment of his own exhaus¬ 
tible labour in managing his business: ‘whilst the revenue 
from the labour of the horse is assessed with due regard to its 
terminable character, the revenue from the labour of man is 
charged as if human tissue were indestructible as the metal 
gold 5 . 1 

Summing up his views, Hallett declared that he considered 
‘all sources of revenue (and human labour and skill were no 
exception) as investments ... for purposes of profits’. To 
arrive at the amount of that profit we need to know ‘the 
difference between the investment’s total revenue, and the 
cost of its production’ 2 —meaning by the latter term not only 
current expenses but also all the losses to which capital (or 
labour) ‘by nature or convention’, was exposed. This differ¬ 
ence was the taxpayer’s real income, and as such was the only 
legitimate object of taxation. 

Hallett suggested that three deductions should be made on 
account of the losses to which gross incomes were liable. The 
first was on account of‘wear and tear’. ‘To meet or provide 
against this there will be deducted the general cost of main¬ 
tenance—of repairs with respect to houses or machines—of 
food and stabling with respect to horses, and of the analogous 
expenses in the case of men.’ 3 The second was on account of 
‘natural terminability’ of income. The value of a terminable 
source of income gradually decreased; and unless such depre¬ 
ciation was made good by means of a special allowance, a day 
would come when capital would be completely exhausted. 
Hallett therefore suggested the deduction of an annual allow¬ 
ance tantamount to the annual decrease of the capital value, 
and his rule in that was that ‘the amount of depreciation . . . 
measures the amount of deduction from the revenue in order 
to keep the source, as investment, perfect’. 4 The third deduc¬ 
tion was to be made on account of risk (e.g. ‘fire, wreck, 

2 Ibid., p. 15. 

4 Ibid., p. 16. 


1 P. Hallett, op. cit., p. 14. 
3 Loc. cit. 
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disease, injury, sudden death’, &c.). Nor need any difficulty 
be encountered in its measurement. Commercial insurance 
served as a good example of the fact that the incidence of such 
accidents was ascertainable within reasonable limits. 1 These 
deductions made, labour would be placed (so contended 
Hallett), ‘on a precisely equal footing with all other sources 
of revenue; and its income becomes a permanent annual 
value’. 2 

The merit of this method of computation, he asserted, lay 
in the fact that it made adequate allowance for the continuity 
of production; ‘by supply of the losses, we obtain a complete 
restitutio ad integrant, if not of the source itself, at least of its 
property value, whilst the remainder of the income will repre¬ 
sent its taxable value’. 3 

Thus the main idea underlying this amendment of the tax 
was that the legislature should carefully avoid, as one con¬ 
temporary once put it, taxing ‘as income what is not income 
at all’. 4 Hallett’s effort was concentrated around one funda¬ 
mental question, the ascertainment of income. Indeed, this 
was so important that it seemed to him ‘to underlie the whole 
theory of taxation. If all taxes are ultimately paid out of In¬ 
come’, he asked, ‘how is it possible to know whether they be 
in proportion to it unless income be first accurately defined?’ 5 

Clearly Hallett’s theory has much in common with that 
put forward by the Westminster Review . Yet this more precise 
statement of the causes of the difference in value between 
earned and unearned income was a step towards the better 
understanding of distributional theory. 

In principle this presentation of the case for differentiation 
is quite legitimate. The contention that a differential tax only 
purports to make allowance for recipients of earned incomes 
in order to maintain their earning capacity (and thus provide 
for their future requirements) is quite sound; but there are 
some points of detail on which Hallett’s arguments can be 
criticized. 

1 Loc. cit, * Ibid., p. 17. 3 Ibid., p. 16. 

4 Sec Income Tax Grievances , Their Abundant Reality in the Form Both of Legal 
Exaction and of Arbitrary InJlictions y by ‘Suum Cinque* (1871), p. 4. 

5 MS. For the description of this MS. see pp. 169-70 below. 
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Hallctt’s scheme seems at first, equally with that of Hub 
bard, to overlook the bearing of the size of income on tail 
bility. Above the exemption limit all incomes from labour 
were to be entitled to deductions on account of depreciation* 
natural terminability, and risk. 1 Not even Mill’s graduated 
death duties were thought of as a possible redistributional 
expedient for tackling the problem of high incomes. In fact 
the paper was not only void of any direct reference to the 
question of the size of income, but its author obviously con¬ 
sidered the matter quite irrelevant. 

Secondly, Hallctt contended that income must be classified 
according to its source. Thus, for instance, interest on securely 
invested money is permanent because the principal is of a 
permanent nature: 2 'The two . . . are ... a pair of correla¬ 
tives, each connoting the other, and each unintelligible with¬ 
out it. The one is the source, the other its product; the one is 
the cause, the other its effect; and as the cause is permanent* 
the succession of effects must be permanent also.’ But evi¬ 
dently this is true only when the proprietor’s right over his 
property is of an absolute and permanent nature. When this 
right is qualified by a time limit, as is the case in a leasehold* 
then although the property may be permanent, the lease¬ 
holder’s income, being dependent on time, is obviously tem¬ 
porary. This is an important qualification which Hallett did 
not seem to recognize. 3 Thus while distinguishing between 
interest and capital in respect of income from terminable 
annuities, and urging the taxation of the first part alone, he 
made no such distinction as to temporary income from land. 
He treated the latter as income proper and therefore as tax¬ 
able in its entirety, because, he insisted, the ‘variation in the 
length of tenure is a matter of total indifference’. 4 

Further, while logically attractive, it must be admitted 
that the assimilation of human labour to other forms of capital 
with its inevitable corollary that they all should enjoy a like 
treatment as regards allowances and deductions, rendered 
Hallctt’s scheme extremely complex and impracticable. Take, 
for example, the case where income is the product of labour 


1 The Income Tax Question , p. 18. 
3 Ibid., pp. 11—i 2. 


2 Ibid., p. 9. 

4 Ibid., p. 11 and 6. 
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and capital combined. Obviously here the proportion of each 
varies not only according to various professions, vocations, 
and trades, but also according to individual cases as well. 
How can such a multiplicity of variables be taken into ac¬ 
count for practical purposes? Moreover, even if such cal¬ 
culation were practicable, 1 a system of assessment of this kind 
is obviously bound to be highly inquisitorial. The proportion 
of labour in the production of income can only be ascertained 
through an inquisition into the amount of capital employed, 
which naturally the industrialist and trader alike are ex¬ 
tremely unwilling to reveal. 


in 

It may be asked: Was Hallctt aware of these objections 
against his scheme, and if so, did he make any attempt to 
refute them? 

As we have seen, Hallett read his paper before the Econo¬ 
mic Section of the British Association early in 1874. He then 
published it in a pamphlet form sometime in the spring of 
that year. The copy on which the present research is based is 
kept in Jevons’ collection in the British Library of Political 
and Economic Science in London; and there is attached to it 
a manuscript which throws light on some points in the evolu¬ 
tion of British expert opinion on the question of income-tax 
reform, and in particular on attitudes to distributional con¬ 
siderations. The manuscript in question is a letter from 
Hallett to Professor Jevons dated 3 May 1874. 

The first thing about this letter which attracts attention is 
the tone in which it was written. It reveals that Hallctt was 
on intimate terms with Jevons. This, together with the fact 
that Hallett was a member of the Economic Section of the 
British Association, suggests that he was an economist of some 

1 In his paper discussed above Hallett endeavoured to devise a scheme to 
effect such calculations. Despite his attempt to simplify it, the scheme was never¬ 
theless complex. On account of depreciation he suggested ‘a minimum deduc¬ 
tion common to all labour revenues’; on that of ‘natural terminability* he 
suggested a formula based on ‘an average or “expectation” period oflabour* in 
life similar to the formula on which the tables of life annuities were worked out; 
and finally on account of risk he suggested the calculations of insurance com¬ 
panies. Ibid., pp. 18-20. 



r7o Recasting the Theory of Differentiation 

standing. Consequently, one would expect his attempt to 
have had some effect on his fellow-economists. And, indeed, 
Hallett’s letter shows that he intended his plan to attract the 
attention of people who took interest in the income-tax re¬ 
form, He tells Jevons that he circulated his pamphlet to 
various people and ‘had various letters of acknowledgement, 
but not many definite opinions. Mr. Hubbard 5 , the letter con¬ 
tinued, ‘calls the pamphlet an “able and accurate review” of 
the two parliamentary Commissions. Mr. Bonamy Price of 
Oxford wrote me a long and somewhat complimentary letter. 
Mr. Lowe promises to read it “with much care”. . ♦ , M The 
letter raises one’s hopes but does not give a clue as to what 
followed. 

Fortunately, however, the annual reports of the British 
Association provide a fairly satisfactory answer. There we 
find that a committee was appointed to inquire into, and 
report on, ‘the practicability of adopting a common measure 
of value in the Assessment of Direct Taxation 5 . At first sight 
it is not quite clear what Hallett’s part was in the formation 
of this committee. Nevertheless, the striking similarity be¬ 
tween the committee’s report and Hallett’s paper, together 
with the fact that Hallctt was the member who undertook the 
secretaryship of the committee are suggestive. This commit¬ 
tee’s report was, in fact, so similar to Hallett’s paper that not 
only their presentation of the argument, their words, phrases, 
illustrations, but even some of their passages were almost com¬ 
pletely identical. If he was not the person who actually urged 
the setting up of the committee, he evidently took a prominent 
part in their discussions and in the shaping of their final report 
so that his views must obviously have been acceptable to his 
colleagues. This is a particularly significant point when we 
realize that among its members the committee included three 
old champions of income-tax reform, Farr, Newmarch, and 
Hubbard, whose endorsement of the committee’s report 
implies that they admitted the weakness in their earlier pre¬ 
sentation of the case for differentiation. The committee also 
included John Morley, Chadwick, Professor Jevons, Professor 
Leone Levi, and others, all of whom agreed with Hallett’s 

1 See Appendix No. 2. 
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contention and therefore had to meet the objections raised 
against it. 

In his pamphlet there seemed hardly any evidence that 
Hallett realized the defects in his scheme. When we turn to 
the 46th Annual Report of the British Association—and the 
reason why Hallett’s defence of his scheme is sought there is 
made clear (it is hoped) by the foregoing digression—we find 
that it was only on the question of practicability that Hallett 
felt his plan to be doubtfully adequate. To meet the objection 
that the proportions of personal labour and capital in produc¬ 
ing income are unascertainable and that their distinction 
would give rise to a host of technical problems, it was proposed 
that the assessment of such incomes should be based on ‘a 
classification of business and professional incomes with vary¬ 
ing percentage deductions according to the proportion of 
capital in each class’. 1 Against the objection that the revealing 
of capital in such a system of assessment would be inevitable, 
it was retorted that, although this was true, a knowledge of the 
value of the capital was only necessary for the taxpayer to 
reckon the various proportions of his income; he need not 
return it to the tax authorities: 2 ‘Doubtless, in order to value 
the labour-income separately from capital-income, the two 
must be separately known values, but not therefore sepa¬ 
rately returned to the government, unless the government 
undertakes the work of accountant. 5 

Now, obviously neither of these two answers is conclusive. 
The proposal that deductions should be made according to a 
special classification of the various sources of earned incomes, 
although not impossible, is nevertheless hardly practicable. 
Any such attempt is bound to be either broad, sacrificing 
accuracy for workability, or to be accurate but exceedingly 
complex, thus sacrificing workability for a rather doubtful 
accuracy. 

Further, it is clear that no checking of the taxpayer’s return 
is possible without the disclosure of capital, and without such 
checking the whole system of income taxation would hardly 

1 Report of the 46th Meeting of the British Association for the Advancement of Science, 
held at Glasgow, Sept. 1876 (1877), pp. 30-31. 

2 Loc. cit. 
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be workable. Yet Hallett’s views seem to have convinced a 
number of acute minds among his contemporaries, not on 
that occasion alone, but two years later also when the same 
men assembled ‘for the purpose of further developing investi¬ 
gations into a common measure of value in Direct Taxation’. 
Once more Hallett’s submission was accepted and the report 
was little more than a repetition of his paper of 1874. 1 

The drafters of the Report seemed to be equally unaware of 
the other objections. Indeed, the Report specifically asserted 
that the tenure of property was irrelevant to tax liability, 2 
and so too was the size of income. 3 Thus the other objections 
which we have raised against Hallett still remain valid. 

1 See Report of the 48th Meeting of the British Association for the Advancement of 
Science y held at Dublin, 18/8 (1879), pp. 221 et seq. 

2 Ibid., p. 33. 

3 Ibid., p. 32. 
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Conciliatory Attempts at Reform 

I 

T he heated discussions of tax reform which were ani¬ 
mated by the reimposition of the income-tax in 1842, 
and reached their climax in the early sixties, gradually 
began to die down. Apart from the two contributions we have 
mentioned, and the two reports of the British Association, 
there was hardly any significant publication on income-tax 
reform until the last decade of the century. This is partly 
because twenty years of continual wrangling had exhausted 
public interest in the subject. It was felt that everything that 
was worth saying had been said. And it is partly because after 
1862 Gladstone was finally able to have his way, and to check 
the lavish expenditure incidental to Palmerston’s foreign 
policy—a policy which expressed the temper of his time. 1 
Thus public expenditure shrank from well over £72£ millions 
in 1861-2 to less than £66 millions in 1866-7;* and the phase 
of annual surpluses and general prosperity on which the 
country was now entering made it possible for the Chancellor 
to effect considerable reductions in taxation, in which the 
income-tax shared to the full. Thus excluding the two years 
1867 and 1868 during which the economy policy was upset 
by ministerial changes, and by the Abyssinian expedition 
(1867), and the year 1870-1 in which expenditure rose owing 
to the scare of the Franco-German war, the income-tax was 
repeatedly reduced from the early sixties to the late seventies. 
Under Gladstone’s own Chancellorship it was reduced from 
10 d. in the £ in i860, to 4 d. in the £ in 1866; his lieutenant, 
Lowe, brought it down from 6 d . in the £ (at which the Tories 
had left it in 1868) to 4 d. in the £ in 1870, and again to 3 d. in 

1 Buxton, Finance and Politics , vol. i, chap, ix, pp. 170-88, and chap, xv, 
pp. 292-312. See also his Mr. Gladstone as a Chancellor of the Exchequer—A Study 
(1901), chap, v, pp. 47-65. 

3 Sec Parliamentary Papers , vol. xxxii of 1864, p. 127, and Gmd. 287 of 1869, 
pp. 101 et seq. 
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the £ in 1873; and under his Tory disciple, Northcote, the tax 
finally reached its lowest rate, 2 d. in the £ in 1874 an d *875. 
The following two years in which its rate stood at 3 d. in the £ 
began the rising trend which it has been following ever since. 

But if there were no significant contributions in the theory 
during the few decades following Hubbard’s official inquiry, 
the income-tax itself underwent some developments. Also, 
parliamentary debates show the growing agitation for a pro¬ 
gressive reconstruction of the income-tax during the last four 
decades of the nineteenth century. But before tracing these 
developments, let us try and elucidate Gladstone’s ultimate 
attitude towards the income-tax. 

11 

The frustration of his seven-year plan for getting rid of the 
tax may have convinced Gladstone that the growing public 
expenditure could not be supported solely by a simple tariff 
and a few excise duties; but his old antipathy to income-tax 
remained. Indeed, his experience at the Exchequer seems to 
have convinced him that the ease with which the tax could be 
levied, was an encouragement to extravagant Government 
expenditure. 1 He seems to have thought that the fifties with 
their upheavals, were exceptional times, and that at some 
future date the tax could be relinquished with little or no dis¬ 
turbance to the country’s welfare. T think’, he asserted in 
1861, ‘that some better Chancellor of the Exchequer, in some 
happier time, may achieve that great consummation’ (of 
abolition). 2 

Sydney Buxton has argued that it was in fact this hope that 
delayed income-tax reform. 3 But this view does not at all 
fully explain Gladstone’s attitude towards the tax. In 1874, 
as is well known, Gladstone appealed to the country and took 
care to remind the electorate that he would relinquish the 
income-tax if he were returned to office; but this proved a 
bad election platform; for it was the Conservatives who were 
returned. Clearly this failure (which, incidentally, freed 
Gladstone from his outstanding promise of repealing the tax) 

1 Buxton’s Mr. Gladstone , chap, x, p. 115. 

2 Ibid., p. 112. 


3 Ibid., p. 132. 
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should have convinced him that it was in vain to entertain 
the illusion of relinquishing it. Yet in the twenty years between 
the campaign of 1874 and his retirement, during which Glad¬ 
stone was in power three times, he steadily opposed any con¬ 
siderable income-tax reform; and we shall see later, it was 
only after his retirement that the first substantial instalment 
of reform was carried out. The only explanation then, of his 
persistent opposition to the reform of the tax, lies in his in¬ 
ability to find any workable scheme by which it could be 
effected. 


Ill 

We return now to the minor alterations which were intro¬ 
duced into the income-tax, and to the new campaign which 
the advocates of reform waged in the latter part of the nine¬ 
teenth century. 

First of all there was the change which Gladstone intro¬ 
duced in 1863 with regard to the limit of exemption. The Act 
of 1842, it will be remembered, exempted all incomes under 
£150; in 1853 Gladstone had reduced the point of total 
exemption to £100 and charged incomes ranging between 
this point and £150 at a reduced rate of 5 d. y which was raised 
in i860 to 7 d. in the £. In 1863 he proposed to leave total 
exemption at the point at which it stood, and instead of the 
reduced rate so far applicable to incomes between £100 and 
£150, he now introduced the exemption of £60 from such 
incomes, and also extended this privilege to owners of in¬ 
comes below £200. 

The reason for the adoption of this new system of abate¬ 
ments was, according to Gladstone, one of justice and equity. 1 
Because their incomes were more open to inspection by the 
income-tax authorities, recipients of lower incomes were 
more accurately assessed than many wealthier persons en¬ 
gaged in trades or professions. 2 Besides this, the measure was 
justified because the sudden jump from one category to 
another under the system of 1853, which was renewed in 
i860, had struck with undue severity those whose incomes 
were just above the limit of total exemption, or just over the 

1 Hansard (3rd scries), clxx. 224 m. 2 Ibid., p. 224 l. 
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point at which reduced rate was applicable. In other words, 
although the tax distribution under the existing system ap¬ 
peared equal, or mathematically just, it nevertheless fell more 
heavily on certain groups than on others, and was therefore 
inequitable. Equality and equity in this instance were incom¬ 
patible: 1 ‘Indeed’, Gladstone declared, ‘in principle there 
is no injustice in requiring any man to pay income-tax who is 
able to pay it.’ But ‘there is’, he added, ‘a wider and less rigid 
kind of justice which it is the desire of Parliament to administer 
in fiscal legislation and which has due regard to considera¬ 
tions of prudence and policy and to the degree of pressure 
which can practically be brought to bear on flesh and blood.* 

But that was not all. His suggestion, Gladstone went on, 
had the support of the authorities concerned with the adminis¬ 
tration of the tax. 2 In his brief allusion to this fact, however, 
Gladstone was not telling the House the whole story. He did 
not inform them that his scheme of 1853 had been an ad¬ 
ministrative failure. Against an annual addition of some 
£ 3 oi j 3 2 ° to Exchequer receipts which that scheme 
brought about, there were submitted to the Commissioners 
of the Inland Revenue some quarter of a million cases of 
claims for exemption or repayment, which they described in 
one of their annual reports as ‘painful appeals made to their 
compassion and forebearance’. 3 

IV 

The extension of the limit at which full rate was chargeable 
from £150 to £ 200 , is more interesting. Could this extension 
have been intended to be, or have actually been, a further 
step towards the attainment of a better distribution of the tax 
burden? Ten years previously, it will be recalled, Gladstone 
was contending that since lower income groups ‘have enjoyed 
. . . the full benefit of all the remission of, . . (indirect) . . . 
taxes’ 4 —and since they enjoyed this ‘without the charge of 
one farthing’—it was only fair therefore that they should be 

1 Hansard (3rd series), clxx. 224M. 2 Ibid., p, 224 l. 

* 2nd Report of the Commissioners of H.M's Inland Revenue , on the Inland Revenue , 
1858, pp. 508-9. (This report will be found in Parliamentary Papers , vol. xxv, of 
1857-8.) 

4 Hansard (3rd series), exxv. 1390. 
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made to contribute their due share to public expense. Accord¬ 
ingly, he extended the area of the income-tax to incomes 
ranging between £100 and £150. Now, his argument was 
somewhat different. He pointed out that, owing to the notable 
rise in consumption, there were more demands on income 
than there had been in the past. 1 The extension of the new 
system of abatements to the point of £200 was then an 
attempt to compensate for the depreciation in the relative 
value of lower incomes as a result of a general rise in the 
standard of living. It was intended to reinstate taxpayers with 
lower incomes in relatively the same position as before. 

But did this new extension result in a genuine improve¬ 
ment in the distribution of the tax? Obviously no answer to 
this question can be made without at the same time taking 
into account two other sets of facts, the concurrent changes 
in the fiscal structure as a whole, and the accompanying 
changes in price level. 

From a purely fiscal point of view, the answer should be in 
the affirmative. In fact this extension seems to indicate a 
more liberal distributional policy than Gladstone’s own 
explanation might at first sight suggest, coupled as it was 
with significant improvements in the whole fiscal set-up as 
compared with that of ten years before. The proportion of 
revenue from customs and excise duties and assessed taxes to 
total revenue decreased from 72*8 per cent, in 1853, to 63 per 
cent, in 1863; and that of income-tax increased from 10-7 per 
cent, to 13-9 per cent. Social expenditure, on the other hand, 
though still small, was rising steadily if slowly. It had ex¬ 
panded from £1,120,325 or 2 per cent, of total expenditure in 
1853, to £2,099,417 or 2*9 per cent, of total expenditure in 
1863. 2 

Fiscal considerations, however, are by no means the only 
factor to be taken into account in estimating the actual relief 
which owners of incomes between £150 and £200 received^ 
The rise in prices since 1852 certainly reduced the actual 
value of the concession. For instance, a man with an income 

1 Ibid., clxx. 224K. 

1 For actual figures on which these percentages have been based, see Parlia¬ 
mentary Papers , vol. lvii of 1852-3, p. 1. 
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of £150 was, as a result of the new relief scheme, better off 
by 355. 1 or by 40 per cent, of his old liability. But the price 
index, on the other hand, had risen from 123 in 1853; to 
137 or 14 per cent, in 1863, 2 thus reducing the actual relief 
to 26 per cent, of the old liability. People at the upper limit 
of the new concession benefited even less than this owing to 
the fact that the importance of the fixed abatement dimin¬ 
ished with the gradual rise of income. A man with £199 a 
year would have his old liability reduced nominally by 
32*3 per cent., but in real terms only by 18 3 per cent. 

In subsequent years price level rose still higher, and the 
relative benefit due to the extension of the concession to this 
group of income recipients was even further reduced, although 
the steadily decreasing tax rate considerably lightened the 
burden of the tax on the public in general. Thus, for instance, 
when price level rose to 148 in 1873, the tax rate stood at no 
more than 3 d. in the £. 


v 

Gladstone presented three more budgets after that of 1863 
before he relinquished the Chancellorship. 3 He was able in 
the first two to bring the tax rate down to 4 d. in the £, and in 
his last budget he left it at this point. When he formed his 
first Liberal government he entrusted his disciple, Robert 
Lowe, with the office of Chancellor of the Exchequer. In 1872 
Lowe was able to extend the point at which full rate was 
applicable to £300 and to increase the abatement for tax¬ 
payers with incomes between £100 and £300 from £60 to 
£80. This was designed to secure a minimum of subsistence 
to the lower income groups who were contributing the larger 
part of the revenue: 4 ‘there is no class of the community who 
arc so severely pinched by taxation as the lower class of 
income taxpayers. Everything seems to hit them. They pay_ 

1 This figure is reached by multiplying the prevailing poundage rate on this 
category of income (which stood at 7 d. in the £ in 1863) by the amount of 
exemption (i.e. £60). 

2 See Sir W. T. Layton and G. Growther, An Introduction to the Study of Prices 

(1938), p- 236. The prices of 1900 100. 

3 He returned to the Exchequer in his own Ministry between 1880-2. 

4 Hansard (3rd scries), ccx. 624. 
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income tax, they pay house tax, and their principal consump¬ 
tion is the consumption of articles on which taxes arc still and 
will be retained, . , The difference between this approach 
and that of Gladstone in 1863 is unmistakable. While Glad¬ 
stone was trying to show that his measure was only an attempt 
to maintain his distributional policy of 1853, Lowe’s explana¬ 
tion ofhis measure was more liberal. If Gladstone had followed 
Lowe’s course of argument in 1863, he would have placed 
himself in obvious contradiction to the line of policy he had 
pursued ten years earlier. His argument of 1863 was really an 
intermediate step between his policy of 1853 and that of 
Lowe in 1872. 1 

It will be noticed that this new system of abatements and 
allowances did in fact graduate the tax in favour of lower 
incomes. Yet in his financial statement Lowe denied that 
this measure had anything to do with an attempt to graduate 
the income-tax. This, of course, was largely a political camou¬ 
flage; and, as such, need not change our interpretation of the 
measure. 

In spite of this liberal extension of the limit at which full 
rate was chargeable to £300, incomes between £100 and 
£150 which were exempt under Peel’s tax were subject to 
taxation. Only in 1876, under the Chancellorship of North- 
cote, was the limit of total exemption extended to the point 
at which Peel had originally fixed it. In 1876 Northcote also 
increased the abatement to £120, and extended the limit at 
which full rate was applicable to £400. 

VI 

Other improvements were also introduced in the method of 
assessment, in the allowance for repairs under Schedule D, 
and in the administration of the tax. Such improvements 
mitigated, but certainly did not end the anomalies of the 
income-tax. Hence Hubbard and his followers determined to 
continue pressing their demand as energetically as ever until 
they achieved their aim. While they settled their differences 
as to the best line which tax reform should take, they con¬ 
tinued to keep their demands before the eye of the public and 
1 Cf, Buxton, Finance and Politics , i. 310; and Hansard (3rd scries), ccx. 624. 



i Bo Conciliatory Attempts at Reform 

of successive governments. In the three decades between their 
defeat of 1861 and Gladstone’s retirement in 1894, Hansard 
recorded that the advocates 1 of differentiation moved on 
some fifteen different occasions either for the introduction of 
some specific amendment to the income-tax Act, or for the 
setting up of a new select committee to investigate tax reform 
afresh.* On all these occasions, however, their motions were 
negatived by the government’s back-benchers; and all 
through these three decades—-save on one occasion 3 —Glad¬ 
stone stood out against reform. 4 Alluding to the widespread 
demand for differentiation, Gladstone described it as a 
‘feeling that has long prevailed in the country, that prevails 
at this moment and that I believe will continue to prevail as 
long as the income-tax remains in existence’. 5 Yet he was 
determined to oppose it; he still could not find a satisfactory 
differential scheme. 

Most of the discussions with which Hubbard and his sup¬ 
porters tried to weaken Gladstone’s opposition were in reality 
a repetition of views that have been already examined. None 
the less, following the debates in the Commons throughout 
the sixties, seventies, and eighties, one cannot fail to notice the 
change which was coming over the argument of the reformers, 
a change doubtless caused by the constructive criticism of the 
new group of supporters we have described in the previous 
chapter. 

Two of Hubbard’s later motions illustrate this change and 
may be cited here. On 6 December 1878, in collaboration 
with Sampson Lloyd, Hubbard introduced a bill which aimed 

1 Cf. Observations on the Report and Proceedings of the Select Committee on the Income 
and Property Tax y p. 3. (The pamphlet will be found in Hubbard’s private papers. 
See note 1, p. 146 above.) 

2 See, for instance, Hansard (3rd scries), clxv. 122; clxvii. 678-82; cbdx. 
1O17-27, and 1846 et scq.; clxx. 614; clxxv. 1745-68; ccvi. 1074-98; ccx, 
2041-4; eexv. 157; ccxxii. 1615-17; ccxviii. 496; cclxxxvii. 669-84; eexciv, 
212-21; cccv. 801; cccl. 350, 1479, 1490-4, 1503. 

3 That was on 7 Apr. 1O76, when Hubbard’s motion was negatived by the 
Tories. It is, however, significant that the Tory Chancellor should be Sir S. 
Northcote, an old Gladstonian disciple. Hubbard’s private papers indicate that 
some private correspondence between him and Northcote took place on this 
question. 

4 Ciapham, op. cit, ii. 402-4. 

5 Quoted by Hubbard in his Observations on The Report , p. 3. 
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at introducing differentiation. 1 This was to take the form of a 
reduction of one-third of the taxpayer’s gross income before 
assessment—a suggestion identical with his previous scheme. 
The novelty of this new attempt, however, lay in a clause 
especially inserted in the bill to deal with industrial and com¬ 
mercial incomes, that is, incomes dependent on personal 
labour and the employment of capital combined: 2 ‘Indus¬ 
trial earnings derived from labour applied to the use of 
capital’, the bill prescribed, ‘shall be entitled—prior to the 
assessment—to an abatement of one-third ... of the excess of 
such profits above the interest value at four per centum of the 
capital in such trade, manufacture, adventure, or concern.’ 
Industrial and commercial profits, in other words, had to pay 
full rate on what was deemed income from capital (which 
Hubbard estimated at 4 per cent, of the value of capital em¬ 
ployed) and at a reduced rate on the rest which was regarded 
as arising from personal labour. The bill, however, never 
reached the Statute Book. Owing to the Government’s unwil¬ 
lingness to support it, Hubbard decided to withdraw it after 
its second reading. 

The second attempt was Hubbard’s last before he left the 
Commons to take his seat in the upper House. On 25 April 
1884, he delivered a speech comparing the principles govern¬ 
ing the assessment of local rates with that of income-tax. He 
contended that without any intelligible reason there existed 
a diversity between the two: while in the former net income 
constituted the basis of assessment, in the latter it was gross 
income which determined the taxpayer’s liability under 
Schedule A. Hubbard then moved: 3 

that accepting the principle which would adjust every man’s taxa¬ 
tion to his ability, this House desired that local and Imperial 
Taxation shall ... be levied upon a common basis and by a com¬ 
mon measure of value; that Imperial Taxation shall, as regards 
the products of property be (like local rates) charged upon their 

1 The bill was called the Inhabited House Duty and Income Tax Bill. For a 
favourable account of this bill see The Economist , 31 May 1879, vol. xxxvii. 
no. 1866, pp. 619-20. 

2 Hansard (3rd series), eexliii. 216; and The Economist, Ioc. cit. 

3 Hansard (3rd series), cclxxxvii. 669-70. 
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net or rateable annual value: and that industrial incomes shall be 
allowed, prior to the assessment for Income Tax, an abatement, 
in compensation of their perishable nature. 

This attempt was no more successful than its predecessors. 

There is a distinct difference between these last attempts 
and Hubbard’s earlier scheme. In that of 1878, the influence 
of the views advanced by Hallett is unmistakable. As for that 
of 1884, there was a noticeable change in Hubbard’s attitude. 
Since over thirty years of continual agitation had failed to 
convince the successive Chancellors that he was right, with¬ 
out abandoning his differential scheme completely, Hubbard 
contented himself with persuading the legislature to substi¬ 
tute the more equitable and long-established practice of tax¬ 
ing net income for the obviously unsatisfactory method of 
charging gross income under Schedule A. This change of 
tone was, in fact, so notable that Hubbard’s old shrewd 
opponent was able—and with some plausibility—to chal¬ 
lenge him anew, carrying the dispute over from its doctrinal 
sphere to one of party politics. Gladstone accused Hubbard 
and his supporters of being inspired in their move by personal 
intrigues as landed proprietors: 'The right hon. gentleman’, 
contended Gladstone, 'had the great advantage of enjoying 
the support of the landed interest. They rose on his behalf in 
order to insure this discussion.’ 1 Indeed, the inclusion of 
industrial incomes in Hubbard’s resolution (so Gladstone 
argued) was dictated not so much by an earnest desire for 
reform as by a covert intention of securing some relief for the 
landed interest: 2 'I think’, he said, 'it would have been better 
... if he [Hubbard] told us that the question really was 
whether Schedule A was to be burdened or not.’ 

We do not, of course, wish to suggest here that Hubbard 
was actually guilty of what Gladstone accused him of. The 
accusation mig ht well be true o f som e of his su pporters. The 
point is that Hubbard’s argument was now so modified and 
his tone so changed that they gave his opponent the oppor¬ 
tunity to challenge him (hardly seriously) on entirely differ¬ 
ent grounds. At any rate, despite this change of technique, 


1 Hansard (3rd series), cclxxxvii. 681. 


2 Ibid., pp. 681-Q. 
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Hubbard lost the last round in the prolonged duel between 
him and his ‘right hon. Friend opposite’. 

VII 

After his elevation to the peerage, Hubbard left his place 
in the Commons as a protagonist of income-tax reform to a 
vigorous group of young followers who came from different 
walks of life and held diversified political views. 1 For a time 
Mr. (later Sir) George Bartley, the founder of the National 
Penny Bank, was their spokesman; he began the campaign 
by pressing the demand for a comprehensive inquiry into the 
income-tax question. 

One of Bartley’s earliest 2 attempts to effect the desired 
amendment of the tax was the motion he put forward on 
24 February 1891. After enumerating and denouncing some 
administrative and distributional anomalies of practices then 
in force, he moved that a committee should be appointed to 
investigate: 3 

the income tax, the mode of its collection, the system of appeal, 
the payment of poundage for collection, and generally to report 
on the present working and incidence of the tax as now imposed, 
and whether some juster system could be adopted, by a different 
rate being imposed on income derived from realised capital to 
that derived from industry. 

The Treasury’s answer 4 was the traditional one: that since 
on two previous occasions the tax had been fully investigated 
and no measure of reforming it had been found practicable, 
it was futile to waste further time and effort presumably to 

1 Among many others this group included Conservative members like Bartley 
himself and Sir J. Colomb; Liberals like Sydney (afterwards Lord) Buxton, 
Sir Edward (afterwards Lord) Grey, Alfred (Lord) Emmott, and a few years 
later, Mr. Herbert (afterwards Lord) Samuel; and Radicals like the well-known 
journalist Henry du Pr6 Labouchere, the famous peace advocate (Sir) William R. 
Cremer, the journalist Mr. J. H. (later Lord) Dalziel, and the financial expert 
(Sir) Charles Dilke. 

1 Bartley’s earliest motion was that of 11 May 1886 when Hubbard was still 
in the Commons. On that occasion, however, Bartley confined his complaint to 
some administrative anomalies of the practice then in existence. This motion 
is therefore excluded here. 

3 Hansard (3rd series), cccl. 1475. 

4 This was made by the First Lord of the Treasury, then W. H. Smith, ibid., 
PP- 1 495 - 1503 ' 
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reach the same conclusion; that although the practice then 
in force led to some ‘hardships’ and ‘grievances’, a differen¬ 
tial tax would be even more objectionable, since the reduc¬ 
tion of the rate on all earned incomes would plainly favour 
higher ranges of this class of incomes against the lower ranges 
of investment incomes; and that, finally, the relief of one class 
of taxpayers would inevitably lead to the unwarrantable 
increase of the burden on another. The motion was conse¬ 
quently negatived by 161 to 106 votes. 1 

In the following year Bartley, without dropping the de¬ 
mand for a comprehensive inquiry completely, made a 
genuine effort to present the demand for a differential rate 
in conformity with the Government’s traditional view. He 
abandoned the old scheme of unqualified reduction of the 
tax rate on all ranges of earned income and suggested instead 
a reduction of the rate from 6rf. to 3 d. in the £ only on those 
earned incomes not exceeding £400 a year. This, it will be 
noticed, was a significant modification in the differential 
theory. It implicitly admitted the force of the argument that 
in appraising taxability the size of income was just as impor¬ 
tant as the source from which it was derived, and that where 
the size could compensate for income instability, its short 
duration, or its capricious nature, differential privilege was 
no longer necessary. Thus it found the right answer to the 
objection that had formerly been raised against Hubbard’s 
unqualified differentiation, that it favoured the ‘great mer¬ 
chant. «. with £20,000 a year’, at the expense of the ‘widow 
with £200 a year from the Funds, with six children to edu¬ 
cate, to train, and to start in the world’. 2 Under this new 
scheme the Chancellor of the Exchequer would have no 
reason to complain, as Bartley rightly contended, that people 
of the former group would be unduly favoured; ‘he will still 
have the gratification of taxing’ 3 them. Nor was he justified 
in saying that this new proposal overlooked the size of income 
in the case of the smaller incomes from land and securities. 
The class of people whose incomes were of this kind, were still 


1 Hansard (3rd series), cccL 1495-1503. 

2 Gladstone in the House of Commons, 24 Mar. 1863, ibid, clxix. 1846. 

3 Ibid. (4th series), iv. 2002-3. 
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better off than the recipients of equal incomes from industry, 
trade, or professions. 1 

Conciliatory as it was, this motion was nevertheless re¬ 
jected; and its rejection indicated that this new move had 
failed to soften governmental obduracy. At least, this was 
Bartley’s suggestion. 2 The traditional view had always been 
that any change in the assessment of Schedule D would 
inevitably ‘involve a century of labour*, and naturally the 
Government was not disposed unnecessarily to venture on 
such an intricate and untimely task. ‘The degree of trouble 
involved’, he asserted, ‘is the reason the Chancellor of the 
Exchequer does not go into the subject. I have been in public 
office myself, and I know that permanent officials do not like 
revolutionary change in their Department. . * .’ 3 

This perhaps was not untrue; but, on the other hand, as a 
vigorous advocate of his plan, Bartley was naturally unable to 
see its defects, and therefore to perceive the reasons for which 
the House (and not the Government alone) 4 rejected it. He 
could not readily see that it inexcusably excluded lower 
income groups charged under Schedule E, although their 
claim to relief was as good as that of the others whom he was 
defending. Nor was he aware of the fact that his plan was 
particularly ill-timed. By its adoption the Exchequer would 
have forfeited some £400,000 according to his own calcula¬ 
tion, or about £1 million according to that of Goschen, and 
this proposal was made at a very late stage of the budget 
debates, and in a year when the Chancellor hardly expected 
any significant surplus. However, after discussing it at length, 
the House was convinced that the amendment before them 
involved a matter of principle, on which no decision could be 
given without an exhaustive inquiry being made. But owing 
to the imminent dissolution of Parliament this was not feasible. 

It is important to observe that, although unsuccessful, Bart¬ 
ley’s proposed amendment marks the beginning of a new 
trend in the development of the income-tax. It was the first 
practical suggestion for reconciling differentiation with 

1 Loc. cit. 2 Loc. cit. 3 Loc. cit. 

4 On this occasion the Opposition sided with the Government and thus 
Bartley’s amendment was rejected by 100 to 35 votes. See ibid., pp. 2005-6. 
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sound distribution; and as such it was the first move towards 
the differential practice now in force. But the endeavour to 
alleviate the burden on lower ranges of earned income did not 
seem to take its rise from a genuine conviction that of all tax¬ 
payers this group alone was deserving of relief. On the con¬ 
trary, this alternative of a limited differentiation seems to 
have been offered only because it was less controversial and 
more agreeable, and, therefore, more likely to secure general 
sympathy and consent than the drastic plan at which Bartley 
was ultimately driving, namely, that of complete exemption 
from taxation of all earned income. No better proof can per¬ 
haps be adduced than his own declaration on that occasion 
that his final object was really ‘to get rid of Schedule D alto¬ 
gether, because the removal of that schedule would do away 
with a great deal of injustice and unpleasantness’, and 
because the ‘system of simply levying Income Tax upon spon¬ 
taneous income and securities is better’. 1 And this seems to 
explain why, in the following year, Bartley decided to resume 
his advocacy of the old unqualified differentiation after this 
reconciliation proved unavailing. 

On the same night also the House turned down another 
amendment put forward by Mr. Thomas H. Bolton, who 
suggested that small landed proprietors whose property did 
not exceed £20 annual value, should be assessed on net or 
rateable value instead of gross value. Bolton’s motion was 
rejected by 97 to 24 votes. 

When pressing his demand for a differential income-tax, 
Bartley’s position as a Conservative back-bencher was natu¬ 
rally far from easy. His annual interventions in the budget 
debates could not have pleased either Goschen or the Govern¬ 
ment Whips. When, therefore, as a result of the general elec¬ 
tion of 1892, Lord Salisbury’s administration was turned out 
of office and the Liberals took over, Bartley found himself in 
a better position to carry out the task he had taken in hand. 2 

Accordingly in 1893 h e brought this question forward once 

1 Hansard (4th scries), iv. Q003-4. 

2 Thus Bartley said: ‘he had on many occasions . . . brought forward this 
question. . . . He had done so and had divided the House when his own Party 
was in Office. Therefore he supposed he was fully entitled to bring the matter 
forward now that the Conservative Party was in Opposition.’ Ibid. xi. 1821-2. 



Conciliatory Attempts at Reform 187 

more, now, however, coupled with a general criticism of the 
regressive nature of the tax structure as a whole. 1 In reply, 
Harcourt, who now succeeded Goschen at the Exchequer, 
declared that while he was in complete agreement on this 
matter, he could not admit the desirability of differentiation. 
Although he admitted the claim of owners of earned incomes 
to relief, he objected to a differential income-tax in the un¬ 
qualified form Bartley was now proposing. Harcourt then 
repeated three objections which Gladstone had often raised 
against differentiation: first that a differential tax would 
necessarily impose a higher rate on incomes from public 
securities, and would unduly burden the public creditor 
‘which ... all responsible financiers regard as almost fatal 5 ; 2 
secondly, that unlimited differentiation would favour high 
industrial and trade incomes against lower incomes from land 
and securities; and thirdly, that such differentiation would 
equalize the rate on industrial, commercial, and professional 
incomes, overlooking the fact that the first two groups were 
in fact partly the outcome of capital, so that their equaliza¬ 
tion with incomes due only to labour, as under Bartley 5 s 
scheme, could therefore hardly be justified. According to 
Harcourt the only effective method of introducing differen¬ 
tiation in favour of earned incomes was by means of death- 
duties; but no such rectification, he added, could possibly be 
effected that year. The measure had to await another budget* 
Bartley contented himself with this and no division took 
place. 

viii 

Notwithstanding the fact that he had assumed the function 
of their spokesman, Bartley had never seen entirely eye to eye 
with his supporters. While he was an unreserved adherent of 
Hubbard, and had always understood an equitable income- 
tax as implying a distinction between earned and unearned 
Incomes, his supporters were more progressive. They always 
associated their demand for differentiation with one for 
graduation. At first this difference was not conspicuous. On 
his part Bartley was content to refer to graduation as being 

1 Gf. Herbert (Lord) Samuel's statement, ibid, cxxxvi. 515-19. 

2 Ibid. xi. 1830. 
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impracticable or at least 'difficult’ to realize. They, on the 
other hand, declared that 'the suggestion of the hon. Member 
of a differential Income Tax . . . does not go far enough’— 
they wanted graduation to supplement it. 1 T was sorry to 
hear’, said another supporter of Bartley, 2 c my hon. Friend 
make unfavourable observation with reference to a graduated 
Income Tax. Many of us believe that a graduated system is 
not only feasible, but fair, reasonable, and just.’ 

In order to appreciate this new factor we shall have to 
direct our attention to the change which had come over 
public opinion as regards graduation: the earlier condemna¬ 
tion of a graduated income-tax had now become an over¬ 
whelming conviction in its favour among, to cite Sir Charles 
Dilkc, 'a great many people outside the House’. 3 This will be 
our task in the following chapter. 

1 Dr. G. B. Clark, Hansard (4th scries), iv. 2010; and sec also Sydney Buxton, 
ibid. (3rd scries), cccl. 1490. 

2 T. H. Bolton, ibid., pp. 1486-7. 

3 Ibid. (4th scries), xxiii. 1246. 



CHAPTER XI 

I 

The New Interest in Graduation 

) 

I 

O ur attention in the last few chapters has been focused 
| on two main distributional questions: on the limit of 
exemption, and on differentiation. Graduation was 
only lightly touched upon. The explanation of this lies in the 
fact that little was said by mid-Victorian writers on this 
question. All that could be said about it in the circumstances 
of the time had already been said: either it was absolutely 
condemned as it was by people like Hubbard and New- 
march, or, as with Mill, it was suggested only in connexion 
with death duties. The Radicals did not drop 'graduated 
taxation’ 1 from their programme, but relegated the idea to 
a secondary place. Nor did they offer any new defence of it. 
All they seemed concerned with was its introduction, and 
this had already been in the programme when the whole 
thing was discussed by early writers like Buchanan and 
Buckingham. The theory later defined as the diminishing 
marginal utility of income increments had already been 
pointed out in general terms by these and other writers, and 
there was hardly anything new to add to it. 

Hence in the third quarter of the century the main con¬ 
tribution to income-tax reform came from that class who 
paid the bulk of the tax—the middle class—and it was only 
natural that they should concentrate on improvements 
within the framework of laissez-faire doctrine. As a class they 
did not regard graduation with a friendly eye. 

As the nineteenth century drew closer to its end, ‘Socia¬ 
listic 5 ideas crept into English political thought, 2 and there 

1 For details see F. E. Gillespie, Labour and Politics in Englandy 1850-18&J (Duke 
University Press, U.S.A., 1927), p. 67 and the references therein cited. 

2 Cf. A. V. Dicey, Lectures on the Relation between Law and Public Opinion in 
England (1948 ed.), Lecture VII, pp. 217, 243-5 and all Lecture VIII, pp. 259- 
302; Clapham, op. cit., vol. ii, chap, x, pp. 386 et seq.; Sir Ernest Barker, Poli¬ 
tical Thought in Englandy 1848-1914 (H.U.L., 1945 ed.), chap, viii, pp. 203-47 
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was a notable increase in social legislation. At the same time, 
marginal analysis made considerable progress. Thus from the 
mid-eighties onwards, we find that the principle of gradua¬ 
tion, side by side with other distributional principles, was 
gaining more and more adherents. Thus in 1885 Joseph 
Chamberlain announced the Radical Programme; in 1894 
Sir William Harcourt introduced his famous death-duties 
budget; and in 1897 Professor Edgeworth published his 
contribution, ‘The Pure Theory of Taxation’. Each of these 
three occurrences had far-reaching effect in shaping the 
present income-tax. Let us examine each in turn. 

11 

The Radical Programme was definitely utilitarian in spirit 
and its key-word was the Benthamite maxim: ‘the greatest 
happiness of the greatest number’. 1 But the means it offered 
to achieve this end were not those of Bentham. It substituted 
for them wide State intervention 2 on the Socialistic pattern. 
Hence the central theme in the fiscal part of the Programme 
was that, far from being an inevitable evil, taxation was a 
prolific device of social reform; 3 and in this way the pro¬ 
gressive tax policy of the Programme was compounded of a 
Utilitarian ethic and a Socialist plan of application. 

Of the three distributional principles on which the initia¬ 
tors of the Programme professed to have based their tax policy, 
the exemption of ‘a reasonable allowance . . . for necessaries 
of existence’ comes first. In this, of course, there was nothing 
new. Such an exemption was already secured by the law then 
in force; but those who drew up the Programme aimed at its 


(quoting Diccy, p. 204); and also Gladstone’s description of this tendency in a 
letter to Lord Acton (Morley’s Life of Gladstone , ii. 412-13). Yet for a different 
point of view see Helen M. Lynd, England in the Eighteen Eighties , towards a Social 
Basis of Freedom (O.U.P., 1945), pp. 68 ct scq. __ 

1 For the influence of Benthamism on Chamberlain see J. L. Garvin, Life of 
Joseph Chamberlain , i (1933), 384-5. 

2 See The Radical Programme } ed. with a Preface by the Rt. Hon. J. Chamber¬ 
lain, 1885, p. 13. It was this Socialistic tendency that aroused The Times . In 
commenting on the Programme shortly after its publication The Times described 
it as ‘a volume appropriately bound in the brightest of red covers’ (15 Sept. 
1885, leading article, p. 9, col. 2). See also Garvin, op. cit. ii. 67. 

3 The Radical Programme , pp. 208, 213-14, 221-2. 
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further extension. Under the existing system of direct and 
indirect taxation, the burden, they asserted, fell with unequal 
pressure on the various groups of taxpayers. 1 Those who 
suffered most were "the large and struggling intermediate 
class, who besides their proportion of indirect taxation have 
to pay direct tax on income’*—that is to say taxpayers with 
incomes just above £150 a year. Any immediate readjust¬ 
ment of the tax distribution should be so designed as to aim 
at relieving this class of taxpayers, doubtless, by the intro¬ 
duction of a wider limit of exemption, and by a more generous 
system of abatements. 

More important than this was the principle which was to 
govern the taxation of what would remain after deduction 
of a subsistence minimum had been made. This ‘surplus’ was 
‘to be taxed according to a graduated scale’, which was the 
only measure that conformed with the requirements of the 
maxim of ‘equal sacrifice’, though not with ‘absolute per¬ 
fection’. 3 Against the objection that graduation would cause 
the emigration of capital and that it would act as a dis¬ 
incentive, the authors of the programme retorted that this 
would only happen if graduation was too steep and this they 
intended to avoid ; 4 

It is argued that graduated income tax would hold out motives 
for dissipating instead of saving, ... It would be foolish to impose 
a tax which would destroy incentive to exertion, but an income 
tax of 10 % has been borne in England and might be levied again 
without the result, so often prophesied but never realised, of 
driving capital out of the country. 

As to differentiation, the Programme did not seem to favour 
the scheme of applying two different rates, a standard one on 

1 Ibid., p. 219, 2 Loc. cit. 3 Ibid., p. 218. 

4 Ibid., p. 219. It is curious that, of all Chamberlain’s biographers, Garvin 
alone should hold that the plan of graduated taxation which the Radical Pro¬ 
gramme advocated was in fact intended to be ‘moderately applied through 
death duties and house duties, not income tax’ (op. cit. ii. 75). It is difficult to 
reconcile this view with the unequivocal assertion one finds in the Programme 
that ‘a direct progressive tax on income and property is the lever to which we 
shall look for social reform’ (op. cit., p. 220). Cf. The Radical Platform—Speeches 
by the Rt. Hon . J. Chamberlain, M.P., Edinburgh, 1885, p, 8, or the same in 
W. Lucy, Speeches of the Rt. Hon . Joseph Chamberlain with a Sketch of his Life , 1885, 
pp. 166-7. 
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income from real property, and a lower one applicable to 
incomes from industry, trade, and profession. Instead of that, 
‘unearned increments’, were made subject to higher death- 
duties coupled with a proper land-tax to be levied on the 
basis of a new valuation of land. 1 Thus, although operative 
and inseparable from the general distributional policy, 
differentiation did not clearly appear within the framework 
of income taxation. In the Radical Programme it occupied 
the subordinate place which graduation occupied in Mill’s 
distributional policy. 1 

The significance of these statements does not lie so much in 
their content as in the warm welcome with which the public 
(let alone enthusiastic Radicals) received them. Together 
with Chamberlain’s speeches which he delivered on his 
electioneering campaign in the autumn of 1885, The Pro¬ 
gramme , as Garvin wrote, was a ‘crusade’ that ‘came home 
to the bosoms and business of the common people’, 2 and 
made its initiator, as another writer adds, ‘the idol of his 
fellow-citizens, just as Attwood was in his time’. 3 

But how much of expert opinion did this popularity 
genuinely reflect? Did it imply more than a vulgar response 
to a propaganda campaign in which political cant played a 
big role? Applied to a community where ‘class consciousness’ 
was much in evidence, the question is a pertinent one, but 
events showed that there was more behind the proposals than 
a bid for popularity. The truth of the matter was that pro¬ 
gressive taxation was supported not only by the people but 
by the best-informed opinion of the time. 

Sydney Buxton, who lent his support to a differential and 
graduated income-tax, clearly did not represent that class to 
which the Radical Programme was addressed. Criticizing the 
practice of taxing earned and investment incomes at one 
uniform rate, lie contended that ‘on income derived from 
capital’ the tax was ‘indeed a tax on “income”, but on that 
derived from personal exertion it’ was, ‘as at present assessed, 
necessarily a tax partly on spendable income, and partly on 

1 The Radical Programme, p. 217. * Garvin, op. cit. ii. 59. 

3 M. Beer, A History of British Socialism , with an introduction by H. R. 
Tawney, vol. ii (trans. 1929), chap, xiii, p. 259. 
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essential savings’. 1 On the other hand, he thought that the 
system of exemption and degressive abatements (which was 
carried further than necessary) was in reality a timid ad¬ 
mission of the principle of graduation, since it graduated the 
tax only on incomes below £400. He therefore urged the 
carrying of this system to its logical conclusion—the adoption 
of a graduated income-tax. 2 Buxton was a Liberal of the 
Gladstonian School; but his connexion with his time was 
stronger than that with the aged statesman, and hence his 
deviation from the views of his old master. 

While Buxton was engaged in writing his Finance and 
PoliticSy Randolph Churchill was pondering over this ques¬ 
tion of graduation and finally resolving to adopt it (in his 
‘never-opened’ budget of i886~7) 3 as a basis for reforming not 
only death-duties, but also the house-tax and the duties on 
patent medicines. 4 

Three years later Goschen introduced his new estate duty 
which took the form of a ‘super-tax’—as it was then called— 
of 1 per cent, on estates of £10,000 or more. But it fell to 
Goschen’s successor, Harcourt, really to inaugurate the new 
phase of graduated taxation. 


in 

It is generally believed that ‘the fabric of the Income Tax 
was almost untouched while Gladstone lived and for eight 
years after his death’. 5 This is, however, hardly accurate. As 
a matter of fact the day on which Gladstone carried his 
resignation to the Queen and announced his retirement from 
public life, seems to have marked the end of the prolonged 
opposition to the reconstruction of the income-tax. It seems 
hardly accidental that Sir William Harcourt should, in the 
month following his chief’s retirement, have introduced his 
budget of 1894 6 —a budget bearing the fruit of a century’s- 

1 Finance and Politics , i. 331. 2 Ibid., p. 31a. 

3 Clapham, op. cit. iii. 400. 

4 W. S. Churchill, Lord Randolph Churchill (1906), ii. 190-4. 

5 Clapham, op, cit, iii. 402. 

6 It is difficult to say what would have happened if Gladstone had remained 
at the head of his Liberal administration that spring. It is, however, a well- 
known fact that Harcourt was preparing his budget in the winter when rumours 

O 


6480 
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development of fiscal science, thus effecting the first measure 
towards tax amendment. The merits of that epoch-making 
budget have long been discussed with respect to its renowned 
reform of the death-duties; 1 but its scarcely less significant 
reform of the income-tax docs not seem to have received 
much attention. 

Harcourt’s budget (which was his second) effected three 
measures of income-tax reform. Two of these measures were 
directly introduced in the Act governing the tax assessment, 
and the third was connected with death-duties, but had its 
bearing on readjustment of the income-tax burden between 
owners of earned and unearned incomes. 

One of the first two measures was the substitution of net 
for gross income as a basis of assessment under Schedule A. 
This, Harcourt suggested, should take the form of the deduc¬ 
tion of a special percentage from gross annual value of real 
property. In deciding this percentage, he told the House 
that in Hubbard’s committee the figure one-twelfth was 
suggested as an appropriate proportion. The same had c been 
adopted’, he said, Tor the county rate in Lancashire, the 
West Riding and Northamptonshire.’ ‘We propose’, he added, 
‘the more liberal view, and to allow not i/i2th, but i/ioth. 52 
Actually when the bill came to be incorporated in the Statute 
Book, the pressure of the Opposition increased this proportion 
to one-eighth or 12*5 per cent. As for houses and similar other 
buildings (except farmhouses and all buildings assessed with 
land), where the landlord was responsible for repairs, the ‘allow¬ 
ance is 5 , the Chancellor said, ‘commonly 15 per cent,, or 16$ 
per cent., which is 1 /6th, and it is this figure, 1 /6th which 
we propose to take.’ 3 Thus, ten years had to elapse after 


about Gladstone’s retirement were widespread and had even found their way 
to the press. For details see Lord John Morley’s Recollections , vol. ii (1917), 
chap, vi, especially pp. 3-10. See also A. G. Gardiner, The Life of Sir William 
Harcourt , vol, ii (1923), chaps, xiv and xv. 

1 Gardiner, op, cit., chap, xvi, pp. 280 et scq.; E. Mallet, British Budgets , 
i (1913), 77-101; Clapham, op. cit., pp. 400-3; The Economist , 21 Apr. 1894, 
no. 2643, pp. 476-7 and in the same issue, pp, 478-9; no. 2644, 28 Apr., 
P* 509; no. 2646,12 May, pp. 573-4; no. 2649, 2 June, pp. 556-66; and no,2656. 
21 July, pp, 884-5; Soward (Sir A. W.) and William (W. E.), The Taxation of 
Capital (1919), chap, iii, pp. 45-61. 

2 Hansard (4th series), xxiii, 500. 


3 Loc. cit. 



The New Interest in Graduation 195 

Hubbard’s last (and reconciliatory) motion, and five years 
after his death, before this measure was finally adopted, and 
that, in the very first budget after Gladstone’s retirement. 

To those who had bought their property under the Acts 
of the past fifty-odd years, the introduction of this measure 
was evidently in the nature of a bonus; and, indeed, Har- 
court was not unaware of this fact. 1 The significance of this 
amendment will, however, be appreciated if it is borne in 
mind that it was taken when the income-tax was tacitly 
established as a permanent item of revenue, and its annual 
rates were steadily rising. 

The second measure was the extension of the limit of total 
exemption and of abatement. The limit of total exemption, 
as we have seen earlier, 2 stood at £150; it was now to be 
increased to £160. On the other hand, taxpayers with in¬ 
comes above the exemption limit but not exceeding £400, 
were allowed an abatement of £160 instead of the old abate¬ 
ment of £120 introduced in 1876. Further, taxpayers with 
incomes between £400 and £500 who were hitherto charged 
at full rate, were now entitled to an abatement of £100 tax 
free. Harcourt effected this with the avowed purpose of 
relieving ‘a large and most deserving class’ of lower income 
groups; and if it will be recalled that this was introduced at a 
time when prices were notably falling, the relief will appear 
particularly generous. 3 

Did Harcourt intend in this way to graduate the tax? If 
Sir John Clapham’s authority is to be cited, then Harcourt 
could not be a party to such a plan: 'Graduation was naturally 
a growing desire . . . but the dominant Chancellors of those 
twenty years (i.e. the eighties and nineties), Goschen, Har¬ 
court, and Hicks-Beach, had no belief in it.’ 4 But Hansard 
has another story to tell. In his budgetary statement of 16 
April 1894 Harcourt not only confessed that he was gradua¬ 
ting 'the Income Tax down the lower scale’, but even gave 
an account of the reasons 'why (he did) not graduate it 

1 Loc. cit. 2 See Chap. X, p. 179 above. 

3 This generous treatment was not completely devoid of political bias. For 
details see the correspondence between Harcourt and Lord Rosebery on the 
extension of the abatements to those with £500: Gardiner, op. cit. ii. 284. 

4 Op, cit, iii. 403. 
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upon the larger income’. ‘In principle’, he declared, ‘there is 
nothing to be said against such a system; indeed there is 
every argument in its favour. The difficulties which lie in the 
way are of an administrative and a practical nature, which 
as yet I have not been able to find means to overcome.’ 1 His 
biographer, Gardiner, confirms Harcourt’s ‘belief’ in a gradu¬ 
ated income-tax, and adds that political intricacies were the 
real reason that prevented him from adopting it for the time 
being. ‘His first intention’, Gardiner asserts, ‘was not merely 
to reform the death duties, but to inaugurate a graduated 
income tax.’ 2 The latter idea, according to the same authority 
was suggested to him by his son, Lewis, who, together with 
the Inland Revenue authorities, was assisting his father in 
preparing the budget. This Harcourt at first accepted despite 
Milner’s (later Lord Milner, then Chairman of the Inland 
Revenue) opposition, but ‘finally abandoned . . . not on 
merits, but because it was thought that a super income tax 
and death duties in the same year would be too much for the 
country, would overload the budget, and endanger the main 
principle on the establishment of which he set his mind’. 3 

Perhaps the truth is to be found in a combination of both 
reasons. Administrative difficulties no doubt existed, and they 
might or might not have been possible to overcome; but the 
unstable position of the Liberals and the Tory opposition (to 
the budget) headed by Goschen, made the postponement of 
the measure advisable. 4 After all, even without progressive 
rates on high incomes, it took Harcourt, with all his parlia¬ 
mentary tact and experience, some three months of unrelax¬ 
ing and heated debates to see the bill through. It was on one 
of these occasions, when irritated by the mention of some 
classical authorities who denied the merit of graduation, that 
Harcourt declared in a rather angry and dogmatic manner 
that this p rinc iple stood f or a popular programme offinance: 5 

that question will not be settled by professors; it will be settled by 

1 Hansard (4th series), xxiii. 502; and cf. Seligman, op. cit., pp. 180-1. 

2 Op. cit. ii. 1282. 3 Loc. cit. 

4 The Economist described the budget as ‘able and ingenious, but’, it added, 
‘it had the fault of attempting to do too much at one time’ (21 Apr. 1894, 
vol. lii, no. 2643, p. 746). 

5 Harcourt made this announcement in reply to the Opposition’s vehement 
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the common sense and justice of the community at large. ♦ . . 
Graduation is now part of the authorised programme of the 
Liberal Party. . . . We have placed this system . . . before the 
country and we place it before the House to-night as a funda¬ 
mental principle of Liberal finance. If you get rid of this budget 
you will not get rid of the principle of graduation. . . .You have 
before you a future of ever increasing expenditure—demands not 
only for the Navy and Army, but for every kind of social reform. 
. . . And, Sir, I will venture upon this prediction. You may have 
to accept . . . and you very likely yourselves propose, provisions 
less moderate than those contained in this bill. 

If we exclude the ex parte statements of the Opposition, the 
only criticism of this pronouncement worth recording was 
that graduation was essentially arbitrary; it did not seem to 
follow an intelligible formula according to which the higher 
strata of incomes were to be charged. Summing up this argu¬ 
ment, Goschen told the Liberals that they were venturing 
upon < a new field altogether where you have no standards 
to guide you. That is where I see the greatest possible diffi¬ 
culty. .. . No landmarks to place along this road of taxation/ 1 
Thus the adjustment of the tax rates would vary according to 
the party commanding the majority in Parliament, and so 
‘equality of taxation which has been insisted upon in our 
finance 5 would be endangered. 2 

Curiously enough this line of argument was employed by 
the Liberals themselves in criticizing Goschen’s budget of 
1889-90, when he introduced his estate duty of 1 per cent, on 
all estates above £10,000. Without positively denying the 
expediency of graduation or its justice, Gladstone expressed 
his apprehension that it might be employed as an instrument 
of abuse: 3 ‘In itself it is not unjust that the richer members 
of the community should make a larger proportional con¬ 
tribution . . . than the poorer .. . but on the other hand there 

attacks on graduation as applied to death-duties. But although made in this 
connexion, the announcement illustrated Harcourt’s attitude to that principle 
in general, as evident from his terms of expression. Hansard (4th series), xxiv. 
893-5. Cf. above, pp. 195-6. 

1 Hansard (4th series), xxiii. 1131-2. 

2 Loc, cit. Yet for a different contention by Goschen when introducing the 
first estate duty, see Soward and William, op. cit., p. 133. 

3 Hansard (3rd series), cccxxxv. 1001. 
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is this difficulty.... It is quite clear that it is capable of being 
carried to a point at which graduation would become con¬ 
fiscation. 5 

Admittedly there is something in this point of view, but the 
answer to it is obvious. There is a point beyond which gradua¬ 
tion cannot safely be carried as a permanent feature of the 
tax structure; evasion and disincentive are two far-reaching 
factors that would preclude its application in an arbitrary 
or extortionate form. The debates to which Goschen’s budget 
of 1889-90 and Harcourt’s of 1894-5 gave rise, point to the 
fact that Liberals and Tories alike were quite aware of the 
fact that the question at issue had two sides; and, indeed, 
each party in turn employed the side that suited their purpose 
best, according as they happened to be in power or opposi¬ 
tion. 

The third measure which Harcourt introduced, as has been 
said before, affected the income-tax only indirectly. This was 
the imposition of progressively graduated rates on inherited 
wealth, ranging from 1 per cent, on estates between £ 100 and 
£500 to 8 per cent, on estates of £1 million capital value. 
This graduation, besides its desirability on the ground that it 
would ‘redress inequalities which have too long existed 5 , 1 was 
also defended because it had the good effect of producing 
some form of differentiation between earned and ‘spontane¬ 
ous 5 income: 2 

The graduated Estate Duty may be . . . reckoned in terms of an 
annual charge upon the estate; and in that shape may be regarded 
as a graduated Income Tax which is levied only upon realised 
property, and does not fall upon ... ‘precarious incomes 5 . So that 
in point of fact you do arrive at the result which is aimed at in the 
demand for a graduated Income Tax falling upon . . . ‘spontane¬ 
ous 5 as distinguished from ‘industrial 5 incomes. 

The foregoing three measures which constituted the prin¬ 
cipal features of Harcourt’s second budget, put into appli¬ 
cation the greater part of Mill’s distributional theory. All 
property passing by death was now regarded as a windfall, 


1 Hansard (4th scries), xxiii. 484. 

2 Ibid., pp. 502-3. 
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and as such, was made subject to graduated taxation. Persons 
subject to income-tax, after being allowed a reasonable mini¬ 
mum of subsistence, were now taxed at a proportional rate. 
The only difference between this practice and that advocated 
by Mill was this. While graduation of death-duties was 
now a corrective of the defective practice of applying a uni¬ 
form rate to all incomes, Mill's contention was that such 
graduation should supplement rather than replace differen¬ 
tiation. 

A detailed discussion of the reform of death-duties does not 
fall within the scope of this inquiry; but with the corrective 
character these duties assumed when placed beside the in¬ 
come-tax anomalies, it is perhaps admissible to suggest that 
they were objectionable in two respects; first, they treated all 
estates as accumulation of ‘unearned’ incomes which is 
obviously not true; and secondly, they took no cognizance 
of the duration of the estate in the possession of the testa¬ 
tor, thus inflicting unequal burdens on similarly situated 
persons, 


IV 

So far graduation had been defended by the vague asser¬ 
tion that the rich were better able to bear the pressure of 
taxation than the poor—an assertion based on an obscure 
appreciation of the theory of marginal utility. Naturally, a 
practice grounded on such a vague generalization did not 
appeal to critical minds. Thus, Marshall was preaching 
against it; 1 Bastable was a declared opponent; 2 Sidgwick 
was doubtful, and antipathetic; 3 and G. H. Blunden (a senior 
tax expert) condemned it. 4 It fell to Edgeworth to defend 

1 This is based on Clapham’s authority: op. cit. hi. 403, n. 2. Later Marshall 
changed his attitude towards graduation; and this change was in stages. For the 
first stage of his conversion see his answer to question no. 4 put to him by the 
Royal Commission on Local Taxation (Memorandum y Cmd. 9528 011899, P* 1 * 4 ) J 
and for the latest stage sec his contribution, 'National Finance and Taxation’ in 
After-War Problems (2nd ed. 1917), p. 318. 

2 See his Public Finance (3rd ed., 1903), pp. 308 et seq. 

3 See footnote 5, p. 201 below. 

4 Blunden was at first against a graduated income-tax in principle; later he 
expressed doubts about its practicability. See his article, 'A Progressive Income 
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graduation and offer these critics the rationale which it so far 
had lacked. 

Edgeworth begins his treatment of the distribution of taxa¬ 
tion by defining the line of policy which he thinks should be 
followed in this respect. He at once declares that the quid pro 
quo theory breaks down as a guiding distributional principle, 
in so far as ‘onerous’ 1 taxes are concerned. He suggests in¬ 
stead a utilitarian line of policy. Tax distribution, like any 
other ‘economic bargain’ where no competition exists, should 
aim at the realization of the ‘greatest sum-total welfare’ of the 
contracting parties. 2 Indeed, as a result of the inevitable con¬ 
flict of social and individual interests, the utilitarian solution 
is bound to be rcconciliatory: ‘each party reflects that, in the 
long run . . . the maximum sum-total utility corresponds to 
the maximum individual utility. He cannot expect in the long 
run to obtain the larger share of total welfare.’ 3 

Obviously this ‘greatest sum-total welfare’, Edgeworth goes 
on to say, means in distributional terms that the total hard¬ 
ship caused by taxation should be reduced to a minimum; 
and from this ‘it follows in general that the marginal disutility 
incurred by each taxpayer should be the same’. 4 

Theoretically this result can be procured by levying the 
public revenue from that class of persons whose utility, as a 
result of paying their taxes, is likely to be affected least. In 
practice this means that incomes above a certain point 
should be cut down to that point; those below that point 
would be completely untaxed, the point being decided by 
the amount of revenue necessary to defray the expenses of 
the year. 

Edgeworth, however, does not pretend that this is practic¬ 
able. He is alive to three fundamental objections against this 


Tax*, the Economic Journal, Dec. 1895, p.528; and his article: ‘The Future of the 
Income Tax*, ibid., vol. xi, 1901, p. 163. Cf. also his earlier article, ‘The Posi¬ 
tion and Function of the Income Tax in the British Fiscal System*, ibid., 
Dec. 1892, pp, 637-52; and his answers to question 4 put to him by the Royal 
Commission on Local Taxation ( Memorandum , pp. 188-9). 

1 Edgeworth defines this group of taxes as ‘those . . . which are applied to 
common purposes, the benefits thereof cannot be allocated to particular classes 
of citizens*. (See his Papers Relating to Political Economy , vol. ii, 1925, p. 103.) 

2 Ibid., p. 102. 3 Loc. cit, 4 Ibid., p. 103. 
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\prima-facie best’ 1 system of tax distribution. In the first place, 
in its unqualified form such a distributional policy is bound 
to have disincentive repercussions. Consequently the whole 
society’s welfare would be imperilled; and so, on purely 
utilitarian grounds—if nothing else—this line of action is 
highly undesirable. There is further the objection that exces¬ 
sive taxation like any extension of governmental action, 
‘will be abused’, 2 although, to be sure, this objection depends 
on the legislative policy in force. With those who would like 
to see taxation as an efficacious redistributional expedient 
this objection, Edgeworth admits, does not weigh much. 
Finally, there is the danger of evasion. 

Edgeworth, therefore, modifies Utilitarianism by admit¬ 
ting Mill’s qualification that, even though redistributional 
in its character, taxation should not be allowed to stunt in¬ 
dustry or the accumulation of wealth in general, 3 Yet Edge- 
worth dissented from Mill and his followers in one important 
respect. 

Mill identified equal with minimum sacrifice. The sacri¬ 
fice consequent on the payment of the individual’s tax liabi¬ 
lity, he urged ‘should be made to bear as nearly as possible 
with the same pressure upon all, which it must be observed 
is the mode by which least sacrifice is occasioned on the 
whole 5 . 4 The one would spontaneously lead to the other, and 
to procure both, he suggested that after exempting a mini¬ 
mum of subsistence, all incomes should be taxed at a flat rate. 
This, in his opinion, would provide an adequate safeguard 
against the danger of a graduated income-tax which, as Pro¬ 
fessor Sidgwick later approvingly added, if once adopted 
might be difficult to keep within limits. 5 Mill’s theory was 
vigorously supported at the close of the nineteenth century 


_* Ibi d., p. 130.___———- 

1 Ibid., p. 106. 

3 Loc. cit., and see Professor Edgeworth’s memorandum to the Royal Com¬ 
mission on the Income Tax, 4th Instalment of the Minutes of Evidence (Cmd. 288-4 
of 1919), paras. 11787 et seq., p. 582. 

4 Principles , p. 804, 

5 Cited by Edgeworth, op. cit., p. 114. Cf. H. Sidgwick, Principles of Political 
Economy (3rd ed., 1901), Bk. iii, chap, viii, p. 565, and see his Elements of 
Politics (1891), chap, xi, pp. 171-4. 
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by Bastable, 1 as well as by Sidgwick, and also by L. L. Price, 2 
C. P. Sanger, 3 and G. H. Blunden. 4 

According to Edgeworth this is neither a conclusive nor a 
consistent argument. The attempt to deduce any practical 
rule of distribution from the premiss of equal sacrifice must 
depend on the general assumption that marginal utility 
diminishes in inverse ratio to income increments. 5 In order, 
further, to deduce from the same premiss a proportional rate, 
we must admit the possibility of working out a constant ratio 
according to which marginal utility decreases with the in¬ 
crease of income. This constant inverse ratio, the law of 
Bernoulli 6 purported to supply. But it is this ratio which, in 
Edgeworth’s opinion, cannot be determined. Edgeworth 
rightly contends that Tor a considerable tract’ the utility 
curve markedly deviates from the course suggested by the 
Bernoullian Law, 7 Observation, in fact, showed that some 
authorities 8 were correct in maintaining that ‘marginal 

1 Bastable was far more reluctant about progressive distribution than Mill. 
He shared Mill’s views in favour of a proportional income-tax, but dissented 
from him as regards differentiation and graduated death-duties. See his Public 
Finance , pp. 304-26 and 599-601. 

2 Price, although he did not deny the equity of a graduated tax, objected to 
the principle of graduation on the ground that it had no tangible foundation 
according to which the steepness of its scale could be decided, and that it would 
imperil the principle of the deduction at the source. These were the principal 
arguments against graduation at that time. For his views see Memoranda chiefly 
related to the Classification and Incidence of Imperial and Local Taxes (Cmd. 9528 of 
t 899 )> PP’ J 78 - 9 ’ 

3 Sanger who professed to accept equality of sacrifice as a distributional 
maxim unequivocally expressed his inclination to the view that, after the 
deduction of a subsistence minimum, Bernoulli’s concept of the rate at which 
marginal utility of income increments holds good. He consequently favoured a 
proportional rate. See C. P. Sanger, ‘Is the English System orTaxation Fair?’, 
the Economic Journal , vol. ix, Mar. 1899, pp. 10 et seq., and also Memoranda 
chiefly related to . . . Imperial and Local Taxes , p. 249. 

A Blunden, who was in favour of proportional rate, shared Mill’s views regard¬ 
ing differentiation, but dissented from him as to the means of effecting it. He 
favoured an extra impost on property in lieu of Mill’s differential rates (see his 
article ‘A New Property Tax’, the Economic Journal , 1897, pp. 607-18). 

5 Otherwise a poll tax would satisfy the condition of equal sacrifice. 

6 Edgeworth, op. cit., p. 107. For the exposition and mathematical refutation 
of Bernoulli’s Law, sec Kovcro, Some Views on the Marginal Utility and the Theory 
of Taxation (Helsinki, 1933), p. 22. 

7 Edgeworth, op. cit., p. 108. 

$ Edgeworth refers here (loc. cit.) to Dr. Meyer, and (on p. 112) to Cohn- 
Stuart. 
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utility diminishes at a rate exceeding the increase of income, 
if not for the highest incomes, at any rate for incomes con¬ 
siderably above the exempted minimum’. 1 Even at the ex¬ 
treme end of the utility curve, the region of extremely high 
incomes, Edgeworth is reluctant to admit the applicability of 
the Bernoullian Law. It is not clear, he argues, why income 
in this region ‘should not approach satiety with a rapidity 
greater than that which is assigned by the Bernoullian Law’. 2 
The only reason for accepting the Bernoullian Law at the 
upper end of the curve was, he felt, that the steepness of 
graduation could not be continued indefinitely. For this 
would result in total confiscation. It is on practical rather 
than theoretical grounds then, that Edgeworth is inclined 
to accept the adoption of proportional rate for the taxa¬ 
tion of the highest ranges of income. 

It is true, Edgeworth agrees, that Mill was not inclined to 
admit the rapid rate at which marginal utility diminishes as 
compared with that at which income increases, but against 
him there is ‘the testimony of. . . Montesquieu, Dr. Paley, 
J. B. Say, and many others’; 3 and if the certainty of these 
authorities were to be preferred to Mill’s uncertainty, it is 
obvious that equality of sacrifice would lead to graduation. 
And the scale of graduation would be even steeper if equal 
were superseded by proportional sacrifice. Here, naturally, 
comes the inevitable question that if graduation is the logical 
end of the sacrifice theory, ‘Is it not simpler to dismiss the de¬ 
puted principle of equal sacrifice, and to adopt as the true 
norm of taxation minimum sacrifice tempered by a regard 
for the growth of wealth and other’ similar conditions? 4 


1 Ibid., p. 108. 

1 Op. cit., p. 109. 

3 It is relevant to add that among the ‘many others* were some of Edgeworth’s 
own contemporaries who defended graduation on the basis of equal sacrifice. - 
See, for instance, J. E. Allen,‘A Graduated Income Tax’, the Economic Review , 
xv. 219-23; J. Burns, ‘A Graduated Income Tax’, the Westminster Review, 
vol. cxlvi, no. 5, pp. 557 ct scq.; and cf. also Lord Leonard Courtney in his 
answers to the Royal Commission on Local and Imperial Taxation, Memoran¬ 
dum , pp. 85-86. Courtney, however, as he informed Edgeworth after the publi¬ 
cation of this memo, had really meant proportional sacrifice when he employed 
the term ‘equal’. For this see Edgeworth, op. cit,, pp. 236-7, 

4 Ibid., p. 115. 
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Edgeworth, it should be further added, extends his theory of 
minimum sacrifice to include differentiation as well as family 
and other allowances. Owners of precarious and temporary 
incomes, and those with dependants and family responsibili¬ 
ties have normally greater demands on their incomes than 
those with steady and permanent incomes and with no such 
obligations. To tax these two classes at the same rate would 
strike the former class with unjust severity; 1 but instead of 
saying with Mill that requirements of equality render it neces¬ 
sary that differentiation and abatements should be introduced 
in favour of owners of earned incomes and with family 
responsibilities, Edgeworth asserts that it is in compliance 
with the maximum happiness principle that this class 
should be relieved of their burden at the expense of those 
who would suffer little by being made to bear an additional 
burden. 

It is plain that from a Utilitarian point of view, Edgeworth 
was more consistent than Mill; for equality whether of 
pleasure or pain seems to have no place in the hedonistic 
logic. 2 ‘On the Utilitarian system the public conscience is in¬ 
formed by the Greater Happiness principle. It is no clause of 
that principle that happiness positive or negative, should be 
equally distributed/ 3 How then, it may be asked, can Mill’s 
insistence on equality of sacrifice be explained? According to 
Edgeworth, Mill’s position can be understood if it is borne in 
mind that he identified equal with minimum sacrifice. It was 
because equality was bound to result in minimum sacrifice, 
that Mill laid his emphasis on it. Edgeworth bases his view on 

1 Both Professor Sidgwick and J. S. Nicholson, following Mill’s line of argu¬ 
ment regarded differential taxation as a necessary and integral part of the 
theory of equal sacrifice. For the views of the former sec his Principles of Political 
Economy , p. 567, and for those of the latter see his Principles of Political Economy , 
vol, iii (1901), Bk. v, chap, vii, pp. 273-4. 

1 In alluding to this point, Professor Nicholson maintained that Edgeworth 
‘prefers to state the ideal (maxim of tax distribution) as minimum sacrifice 
instead of equal, and this statement seems the more logical on the pure utili¬ 
tarian theory. On grounds of formal justice the equality of sacrifice may be 
preferred.* (Op. cit., p. 270.) 

3 Edgeworth, op. cit., p, 157, and see also his reference to Sidgwick’s Elements 
of Politics. For the position which equality occupies in the utilitarian theory, see 
U Stephen, The English Utilitarians (1900), vol. i, chap, vi, pp. 282-318, and 
vol. iii, chap, iv, pp. 272-3. 
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the following passage in Mill’s Principles: l ‘Whatever sacrifice 
it [Government] requires of them [persons or classes] should 
be made to bear as nearly as possible with the same pressure 
upon all, which, it must be observed, is the mode by which 
least sacrifice is occasioned on the whole.’ But evidently this 
explanation still leaves the question unanswered. It is prob¬ 
ably true that Mill confused the two concepts of sacrifice; 
but whence did this confusion arise, and why should the em¬ 
phasis be laid on equal rather than minimum sacrifice? This 
is the query on which Edgeworth’s explanation seems to 
throw no light. 

It may be suggested that it was the common association 
between what Professor Nicholson calls ‘formal justice’ 2 and 
equality which probably made Mill insist on equality of sacri¬ 
fice; but in an elaborate chapter‘On the Connection between 
Justice and Utility’ in his Utilitarianism , Mill left no room for 
such an assumption. All through his discussion of this point 
his contention was, in perfect adherence to utilitarian logic, 
that whenever there appear to be two or more forms of just 
conduct, ‘social utility alone can decide the preference’. 3 The 
concept of‘formal justice’ then which necessitates a strict ad¬ 
herence to equality is therefore ruled out by the fact that in no 
small number of cases such line of policy would stand directly 
opposed to ‘social utility’ or welfare. 

A possible explanation of Mill’s position seems to lie in the 
fact that in his treatment of the policy of tax distribution, Mill 
was strongly influenced by his bent as a political thinker, and 
as such, he was naturally concerned more with equality than 
general welfare which he relegated to a secondary place. 4 
Thus when propounding the question: ‘For what reason 

1 Op. cit., Bk. V, chap, ii, sec. ii, p. 804; and cf. Edgeworth, op. cit., pp. 115, 
131, and 156-7. The words between brackets are Edgeworth’s. 

2 Op. cit., p. 273-4. 

3 J. S. Mill, Utilitarianism (Everyman’s cd., 1947), chap, v, p. 54. 

4 Cf. Prof. A. C. Pigou, A Study in Public Finance (3rd cd., 1947), chap, iv, 
p. 57 * Prof. Pigou who quotes the foregoing passage of Mill and dissents from 
his view also, does not go further to discuss the reason why the latter was in¬ 
clined to identify the two concepts of sacrifice. He nevertheless holds that Tt is 
possible that in this passage Mill was taking account of something more 
than distributional (political?) consequences; though I do not think that this 
is so’. 
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ought equality to be the rule in matters of taxation?’, Mill’s 
answer was because ‘it ought to be so in all affairs of govern¬ 
ment’. 1 Or again, ‘Equality of taxation ... as a maxim of 
politics, means equality of sacrifice’. 2 

With Edgeworth, however, the case was rather different. 
Being an economist-mathematician, he was naturally dis¬ 
posed to think in terms of general welfare rather than to 
concern himself with ‘the mysteries of equal sacrifice’. 3 The 
difference between this approach to the distributional prob¬ 
lem and that of Mill is the difference between the political 
economist’s point of view and that of the economist-mathe¬ 
matician’s. 4 

One cannot discuss Edgeworth’s consistently Utilitarian 
logic without asking whether his exclusion of equality implies 
that his theory passed over considerations of equity or justice. 
Edgeworth himself hardly alludes to this point. It was left to 
one of his contemporaries and enthusiastic supporters, Edwin 
Cannan, to take it up. In an article published four years 
after Edgeworth’s contribution appeared in the Economic 
Journal Cannan maintained that ‘the principle of least aggre¬ 
gate suffering by no means excludes considerations of equality. 
A feeling of injustice is a form of suffering which is often acute 
and may too lead indirectly , . . to . . . material forms of suf¬ 
ferings.’ 5 Since, however, he was mainly concerned in this 
article with the problem of local taxation, Cannan went on to 
discuss this question with special reference to land rating. 
Some twenty years later he returned to the same question 

1 Principles , p. 804, 

2 Loc. cit. 

3 This is Lord Farrcr’s phrase which he used in his answers to the Royal 
Commission on Local Taxation ( Memorandum y p. 66), and was approvingly 
quoted by Edgeworth (op. cit., p. 155). 

4 For a discussion of the economist's proper task in examining the distribu¬ 
tion of taxation, see R. Jones, The Mature and First Principle of Taxation (1914), 
chap, iii, pp. 150 ct seq. The author, who maintains that economy alone should 
be the supreme principle of taxation, in repudiation of Prof. Bastable’s view that 
‘productivity’ should be the guiding distributional norm, writes: ‘That taxes 
must be raised to such an amount is a dictum of administration. That, if raised 
according to such and such principles, they will have such and such effects on 
welfare is a formula of economists’, p. 156. 

5 ‘Equity and Economy in Taxation’, the Economic Journal , vol. xi, 1901, 
P* 477 . 
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(i.e. equity and tax distribution) and restated his thesis as 
follows: 1 

Minimum aggregate sacrifice in the long run is the principle 
which all ministers of finance and parliaments endeavour ... to 
adopt. Under its ample folds equity, ability, benefits, and all other 
good things drop in their places, and no place is found for that 
slogan of the barbarian adult and civilised child, fiat justitia> ruat 
caelum . Civilised adults will not give an unlimited price for equity. 

This statement should not be passed unobserved; it indicates 
a significant change in the distributional concept. Equity is 
no more synonymous with equality; the two are now dis¬ 
tinguished from each other, and the former is now judged by 
the criterion of objective utility. Of taxational systems only 
that which promotes welfare is equitable. 

According to some critics the Utilitarians are guilty of 
having made ‘no room for justice’ 2 in their theory. This new 
interpretation of equity seems to provide, at first sight, a case 
in point. But it is rather difficult to accept this line of criti¬ 
cism, and admit at the same time the universally accepted 
sociological fact that, far from being static, human institu¬ 
tions (and criteria of conduct included) are mutable. We 
may prefer to adopt Marshall’s suggestion that this change in 
the concept of equitable distribution of taxation is an instance 
of what he called ‘constructive ethics’. 3 

Professor Pigou, who later discussed the question of equity 
of tax distribution, tried to find a more conciliatory solution. 
While implicitly confirming the common association between 
equity and equality, he assigned to the latter a special mean¬ 
ing which brought it into line with the Utilitarian concept of 
equity. He distinguished between equality among similarly 
situated taxpayers and that among individuals of different 
taxable capacity. In the case of the former group adherence 
to strict equality would necessarily conduce to equal sacri- 

1 The Economic Journal, vol. xxxi, 1921, p. 350. This was said in a review of 
Sir Josiah Stamp’s book, The Fundamental Principles of Taxation in the Light of 
Modern Development. For a further discussion and vigorous advocacy of Cannan’s 
view, see R. Jones, op. cit,, pp. 161 et seq. 

2 E. F. Carritt, Ethical and Political Thinking (Oxford, 1947), chap, iv, p. 62. 

3 Alfred Marshall, ‘National Finance and Taxation’, in After-War Problems 
(2nd ed., 1917), p. 318. 
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fice; and in so far as this group is concerned, minimum 
sacrifice is synonymous with, or rather conducive to, equal 
sacrifice. In the case of the latter group equal sacrifice should 
be taken to imply equi-marginal sacrifice, and minimum 
sacrifice is the principle which fulfils the requirement of 
equality as presented in this new form. 1 

Apart from consistency with Utilitarian logic, the prin¬ 
ciple of minimum as compared with equal sacrifice possesses 
the further advantage of simplicity. For the latter demands 
some sort of hypothetical measurement of the rate at which 
the marginal utility of income increments diminishes—a 
futile attempt ‘to ascertain the exact relation between some¬ 
thing psychical and something materiaP. 2 The former, on the 
other hand, has no need for such a speculative contrivance. 
Edgeworth rightly asserts that his theory ‘assumes only what 
is universally admitted, that utility does not increase pro¬ 
portionately to means*, 3 in the broadest sense in which the 
Jevonsian law of marginal utility can be understood. 

The development of this progressive distributional theory 
at the close of the last century and the beginning of the pre¬ 
sent one is particularly instructive. Whether we accept it in 
the form Edgeworth developed, with social utility as its ulti¬ 
mate end, or that of Cannan which attempts to associate wel¬ 
fare with equity, and interprets the latter in terms of the 
former, or in Professor Pigou’s synthesis, we arrive at the 
same goal; namely, the higher taxation of the rich in order 
to ameliorate the inequality of income distribution, and to 
procure optimum welfare. This end, it will be observed, is the 
same ultimate objective at which Socialists aim. 4 Thus, for 


1 Pigou, op. cit., chaps, iv and vii; but cf. his Economics of Welfare (4th ed., 
1932), Pt. iv, chap, ix, pp. 7*5-17, where Professor Pigou seems inclined to con¬ 
sider equal and minimum sacrifice as two distinct principles, the one leading to 
light, the other to steep, graduation, and declares himself in favour of the latter. 

2 This is the criticism which Seligman developed against the theory of equal 
sacrifice. The sentence quoted above will be found in his Progressive Taxation in 
Theory and Practice (New York, 2nd cd., 1908), chap, iii, p.222. It was quoted with 
approval by Edgeworth (op. cit., p. 117) and the same view was independently 
advanced by Professor Gustav Cohn in his Science of Finance (Chicago University 
Publication, 1895, and trans. by T. B. Veblen), Bk. ii, chap, i, p. 316. 

3 Op. cit., p. 117. 

A See, for instance, H. Dalton, Some Aspects of the Inequality of Incomes in Modern 
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the first time, and after a whole century of laissez-faire , which 
the economists professed completely to support, the coales¬ 
cence between academic discussion of tax distribution and 
popular demands was accomplished, a coalescence which 
the prominence of laissez-faire in English economic thought 
previously made inconceivable. It is this synthesis which 
characterizes the present system of taxation in England: 
while it is democratic and popular it has likewise the full sup¬ 
port of expert opinion. In the following chapter the attempt 
to remodel the income-tax so as to conform with the dictates 
of the new redistributive theory will be taken up. 

Communities (4th impression, 1935), chap, in; J. Strachcy, A Programme for 
Progress (1940), pp. 72-81. 



CHAPTER XII 


Movement towards a Progressive Tax 

I 

E dgeworth’s theory was the last contribution the 
nineteenth century made towards the present system of 
progressive income taxation. In it (and here lies its 
significance) expert reasoning fully justified the popular de¬ 
mand for graduation. This was the bequest of the century; 
the task before the new century was to give it legislative 
effect. 

Although considerations of welfare and equity were pre¬ 
sent in the Parliamentary debates on the subject which 
occurred around the turn of the century, graduation was, in 
the event, precipitated by hard facts. Expenditure first on 
defence preparations and later on the South African and 
Chinese wars, had already imposed a greatly increased bur¬ 
den on the British taxpayer; but it was not so much this as 
the unprecedented rise in social expenditure that was causing 
anxiety, and putting strain on the tax structure. 1 

This anxiety can easily be discerned in the Parliamentary 
debates. In three successive budgets Goschen made critical 
allusions to the rapid growth of public expenditure and 
clearly expressed his dissatisfaction with the tax structure 
then in force. He particularly complained of its narrow¬ 
ness and inadequacy to meet the requirements of the State. 

1 Alluding to the deficit in the budget of 1901-a Sir M. Hicks-Beach observed: 
*1 am afraid that the real difficulty before us is not so much the cost of the war in 
South Africa and China as the increase of what may be called our ordinary 
expenditure/ Hansard (4th scries), xcii, pp. 624-6. The same will be found 
quoted in Mallet, op. cit. i. 167. Sec also the same view in the budgetary debates 
of 1902-3, Hansard (4th series), cvi. 833 ct seq. 

a The recent rapid growth of public expenditure, Goschen told the House, 
in the course of his first financial statement on 21 Apr. 1887, ‘is not due to the 
Tact that the business of the State has been conducted in a more costly manner, 
but new functions arc constantly being forced upon the State and that new 
services are being demanded of it*. ‘The voice of Parliament*, he further 
asserted, ‘acting under the pressure of public opinion, has been constantly 
imposing new duties upon the State, and compelling it to bear . . . the burden 
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Harcourt, sharing his predecessor’s view, echoed his com¬ 
plaints ; 1 and when Hicks-Beach took over the Chancellorship, 
the shortcomings of the tax structure were so obvious and the 
partial alterations so far introduced to improve it, so inade¬ 
quate, that he declared himself in favour of a comprehensive 
revision of the country’s taxational policy. 2 Indeed, when the 
anticipation of annual deficits became a regular feature of the 
Chancellors’ financial forecasts in the nineties, the issue at 
stake was not whether or not fresh revenue was necessary, but 
how the additional revenue was to be raised. In other words, 
was this rapid rise in public expenditure to be met principally 
by an extension of commodity taxation over a wide range of 
articles of general consumption, or by a vigorous application 
of the now fashionable principle of graduation? 

Looking at it in retrospect, the answer, of course, seems 
obvious. Yet even if we follow the course of events in their 
chronological order we see that that answer would not have 
been difficult to forecast at the time. For in the period under 
consideration signs indicating the shape of future fiscal policy 
were by no means lacking. Preference for direct taxation 
already manifested itself in the rejection of Childers’s budget 
in the summer of 1885. Of the proposed additional taxation 
estimated to produce millions, only £1,650,000 was to be 
raised from beer and spirits and yet the House withheld its 
approval, thus causing the fall of the Liberals and the acces¬ 
sion of Lord Salisbury. The deficit was then met by a 2 d. ad¬ 
dition to the income-tax which stood at the time at 6 d . in the 
£. And even if this incident is accounted for by political 
complications, 3 clearly this explanation is not applicable to 
the findings and recommendations of the Royal Commis¬ 
sion on the Financial Relations between Great Britain and 

of work that has hitherto fallen on local authorities, or private individuakrw^ 
that to a certain extent has not been performed at ail.* Ibid. (3rd series), 
cccxiii. 1427. Similarly, ibid, cccxxiv. 356 and ibid, cccxxxv. 513-14. 

1 ‘Your expenditure’, Harcourt told the House in 1894, ‘has increased far 
more rapidly than your Revenue, and in these conditions, you must expect the 
consequences.’ Ibid. (4th series), xxiii. 478; and also his statement of 1895-6, 
ibid, xxxiii. 311. 

2 See footnote 1, p. 210 above; and also Hansard (4th series), xxxix. 1073. 

3 Morley, Life of Gladstone , ii. 438-41. 
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Ireland/ whose well-known report demonstrated the regres¬ 
sive nature of a fiscal system which mainly depended on 
taxation of expenditure and recommended the extension of 
direct taxes. 

Nor was the tendency to rely more on direct than indirect 
taxation in defraying the new expenses of the State, the only 
fact that indicated the trend of future policy. There was also 
the question of graduation. Besides its popularity among 
classes who were already possessed of potential voting power 
and the strong support it received from academic opinion, 
graduation had also proved singularly lucrative to the Ex¬ 
chequer, As a result of Harcourt’s reform of 1894, revenue 
from death-duties was almost doubled at the close of the 
century and its further increase was foreseen. Thus Chancel¬ 
lors of the Exchequer had many reasons for regarding a 
direct graduated tax of some description or other as not only 
expedient, but probably inevitable. Because it extended to all 
the different branches of the rapidly rising national income, 2 
the income-tax evidently provided the best means of tax¬ 
ing the increasing wealth of the nation. 3 Hence the repeated 
and lengthy discussions over the income-tax one finds in 
the budgetary debates between 1898 and 1906. 

Why then, it may be asked, did the successive Chancellors 
show themselves so reluctant to accept these views? In 1904 
Austen Chamberlain gave the answer. But let us not outpace 
the current of events; it would be better to resume the thread 
of our account and follow their chronological order in Han¬ 
sard . 


11 

The four years following that in which Harcourt introduced 
his budget of 1894 were, as far as the income-tax was con¬ 
cerned, years of inaction. Harcourt’s argument that his 
reformed death-duties provided a reasonably good practical 
differentiation to correct the indiscriminatory pressure of the 
income-tax seemed convincing. Indeed, even Bartley had 

1 Cmd. 6153 of 1912-13. 

1 Cf. Goschen’s statement of 11 Apr. 1892, Hansard (4th series), Hi. 1158-60. 

5 Cf, Harcourt’s statement, ibid. iv. 2007-8, 
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finally to confess that ‘the great Act of the right hon. Gentle¬ 
man the Member for West Monmouthshire’, not only ren¬ 
dered the tax system as a whole less regressive than before, 
but it had also gone a long way towards realizing an effective 
differentiation between earned and unearned incomes. 1 On 
the other hand, the resulting increase in the yields of death- 
duties seemed to have relieved the Exchequer, and con¬ 
sequently the legislature, for a time at any rate, of the need 
for devising new ways and means. 2 With the outbreak of the 
South African War, however, and the consequent rise in pub¬ 
lic expenditure, the income-tax was seriously relied on as a 
means of meeting the exigencies of the time. It was not only 
raised from 8 d. to is* 3 d. during the war, but even after the 
cessation of hostilities it did not fall throughout the first decade 
of the present century below ir., save in 1903-4 when it stood 
at lid. in the £. And with this markedly increasing reliance 
on it, its pressure and readjustment became once more the 
concern of the House. 

In this period two new arguments came to the fore. It 
could be said that death-duties, at the existing rate of 8 per 
cent., imposed on the owner of unearned income what in fact 
was an extra income-tax of is. 7 d. in the £ over and above 
what the owner of earned income actually paid; but, as it was 
pointed out, the income-tax still levied at a fiat rate on small 
and large incomes alike ‘did not secure an equality of bur¬ 
den’. 3 For although interrelated, differentiation and gradua¬ 
tion could not be described as interchangeable principles; 
and the introduction of some subsidiary duties to produce the 
one could scarcely be expected to effect the other as well. 

1 Ibid, xcvii. 736-7. Similarly, ibid, cxxxviii. 456-7, and cix. 384-5. In the 
latter statement Bartley was uncompromisingly against a graduated income- 
tax which was then advocated by others. 

1 Public expenditure rose from£97'7 millions in 1890-1 to£i 17-6 millions in 
1898-9; at the same time the yield of death-duties and income-tax correspond¬ 
ingly increased from £9-8 millions and £13*2 millions respectively in 1890-1 to 
£\5 6 millions and £18 millions respectively in 1898-9. Thus, half of the rise in 
expenditure was, roughly speaking, met by a corresponding increase in the 
yield of death-duties and income-tax. The other half of the rise in expenditure 
was met by a van- and wheel-tax and a house-tax imposed in 1888-9, a graduated 
house-tax in addition to duties on beer and spirits introduced in 1890-1, and 
further increase of the latter duties in 1895-6 . 

3 Mr. Herbert (now Lord) Samuel, Hansard (4th scries), cxxxviii. 462. 
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Graduation was a principle concerned solely with the size of 
income, and should apply to all classes of income from what¬ 
ever source they might be derived. Thus Mr. Herbert (now 
Lord) Samuel asserted that ‘the principle of graduation ought 
to apply to earned incomes just as much as to unearned 
incomes’, if‘fiscal equity’ were to be attained. 1 

Whether or not death-duties can be regarded as an extra 
income-tax on unearned incomes alone, is a question which 
has already been alluded to in a previous chapter. 2 The 
important thing to observe here is the fact that those who 
advanced the foregoing argument should curiously enough 
calculate the burden of death-duties at the maximum rate of 
8 per cent, when, in fact, this was chargeable only on a hand¬ 
ful of extraordinarily large estates, namely those exceeding 
million. 3 Plainly they could have strengthened their argu¬ 
ment by an accurate calculation of the extra burden of death- 
duties according to the actual graduated scale chargeable on 
different groups of estates. 

The second argument was that, with the increasing re¬ 
liance on income-tax, the relative importance of death-duties 
in redressing its indiscriminatory burden gradually dimin¬ 
ished. Consequently, if equilibrium were to be restored be¬ 
tween the two, either the income-tax would have to be 
graduated or else the graduation of death-duties would have 
to be made steeper. 

This was pointed out in Parliament in the budget debates of 
igoi. 4 In that year revenue from death-duties actually fell 
short of that from income-tax by £io-8 millions, as com¬ 
pared with £1*9 million in 1895-6, the first financial year 
throughout which these duties were in full operation. In the 
following year (1901-2) this difference rose to £16-8 mil¬ 
lions; and even with the return of peace in 1902 and the sub¬ 
sequent reduction of the income-tax from is, 3 d. to nd. in 
the £, this difference did not fall below £13*2 millions, after 

1 Hansard (4th series), cxxxviii. 461-2. 

z Sec Chap. XT, p. 199 above. 

3 Mallet, op. cit. i. 489, Table X. 

4 See Mr. J. H. Lewis’s statement on 1 July 1901, Hansard (4th scries), xevi. 
521, and his statement on 17 July 1901, ibid, xcvii. 734 et $eq. See also ibid, 
cxxxviii. 444-7. On all those occasions Mr. Lewis found many supporters. 
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which it rose again to £14 millions in 1904. 1 Thus equili¬ 
brium could only have been restored by steepening the scale 
of death-duties; 2 but it is not clear how the graduation of in¬ 
come-tax could have had the differential effect which steeper 
death-duties would have had. This argument for a graduated 
income-tax in the form then presented in Parliament seems, 
indeed, incoherent and inconclusive. For a graduated in¬ 
come-tax would apply to all incomes irrespective of the 
source from which they were derived. 

Nevertheless, this argument went unchallenged, and to¬ 
gether with the previous one, constituted the ground on 
which graduation was advocated. Accordingly, Mr. (later 
Sir) John Herbert Lewis put forward a suggestion to the 
effect that the lost equilibrium should be restored by means 
of a scheme of graduation through a further extension of the 
system of exemptions and abatements then in force. Accord¬ 
ing to Sir M. Hicks-Beach, the Exchequer would have for¬ 
feited some £10 millions by the proposed amendment, a loss 
which it could not have borne in a year when the prospective 
deficit was well over £55 millions, and when part of that de¬ 
ficit was met by an increase of 2d. in the income-tax. 3 More¬ 
over, would not this suggestion, in point of fact, amount to 
the imposition by one class of the community on another of 
part of the public expense? And would not the Government 
be accused of ‘bribing the largest number of those who pay 
income-tax to assent to an increase of the income-tax which 
they would hardly at all feel themselves’? 4 

But if this could be said of a degressive graduation, what of 
a progressive graduation so designed as to make high ranges 
of income contribute more than in arithmetical proportion, 
without directly relieving lower incomes by an extension 
of the existing system of exemption and abatements? Surely 
the same objection could not be raised against it? Here the 
hackneyed excuse of ‘administrative difficulties’ was em¬ 
ployed once again. 

1 For the actual figures on which these percentages have been worked out, 
sec Cmd. 3110 of 1906, pp. 82 and 194. 

2 See debates of 23 Apr. 1901 ( Hansard , (4th series), xcii. 1094 et seq.). 

3 Ibid. xevi. 522-3. 4 Loc cit. 
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The weightiest challenge to this excuse came from Har- 
court. After having unreservedly expressed himself once more 
in favour of a graduated income-tax, 1 he said that for a time 
he was inclined to think that ‘administrative difficulties’ 
made its adoption impracticable, and this was the reason why 
he did not introduce it. But the situation was now different. 
Public expenditure was rising so rapidly ‘that we shall have 
to resort to even the most objectionable taxes collected in the 
most objectionable way, in order to meet expenditure’. Un¬ 
der the circumstances ‘you will never be able to give greater 
abatements than you give at present. What we have to look 
to is a higher scale for the richer people.’ As for the difficulties 
inherent in graduation, these would have to be faced and put 
up with. 2 

None the less, the Chancellor of the Exchequer was finally 
able to secure the increase of the income-tax by 2 d. in the £ 
which he proposed in his financial statement of 18 April 
1901, without altering the tax structure itself. 

in 

Sir M. Hicks-Beach’s notorious attempt in the following 
year to revive the corn duty, and the free-trade controversy to 
which it gave rise, gave the advocates of income-tax reform 
a new opportunity to press their demand. They naturally 
declared themselves free-traders, and at once put the adop¬ 
tion of a graduated income-tax as an alternative before the 
Chancellor of the Exchequer. Mr. Charles P, Trevelyan pro¬ 
posed a scheme of a supertax of \d . in the £ on incomes be¬ 
tween £5,000 and £10,000, and id, on incomes above the 
latter point. 3 This, it may be noted, was the first supertax 

1 ‘I sec nothing*, he declared, ‘in the principle of a graduated income tax 
which can be objected to. It is founded on a sound principle—that those who 
have the larger means should pay higher proportion . . Hansard (4th series), 
xevi. 526. 

1 Loc. cit. 

3 Ibid. cix. 371. Another scheme was also offered by Mr. F. A. Channing and 
was to take the form of an extension of the system of exemptions and abatements 
to the point of ££$75* See ibid., pp. 389-90. See also the advocacy of a graduated 
income-tax in lieu of the com duty by Mr. Alfred Davies, ibid. cvi. 873-4; Mr. 
(later Sir) Joseph Walton, ibid, cviii. 220; Mr. R. B. (later Lord) Haldane, 
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scheme proposed to the English legislature. It was intended 
to meet the objection that had always been raised against 
graduation, that it would sacrifice the administratively con¬ 
venient principle of the deduction at the source which had 
originally been introduced in 1803. 1 Under a scheme such as 
the one now put forward the larger number of income tax¬ 
payers would still be taxed at the source, and only those with 
£5,000 a year or more would be required to return detailed 
declarations of their incomes. Unexpectedly confronted with 
this proposition, the Chancellor offered to refer the question 
to a Select Committee to have it investigated at length. 

The promised committee, however, was never appointed. 
Lord Salisbury’s third administration was followed by that 
of A. J. Balfour in which Mr, Ritchie became Chancellor of 
the Exchequer. Faced with the same demand in 1903, the 
latter repeated his predecessor’s conciliatory proposal; 2 but 
owing to the tariff-reform controversy and the subsequent 
ministerial changes, Ritchie was succeeded at the Exchequer 
by Austen Chamberlain who, although he agreed to set up an 
inquiry into the income-tax reform, had a different point of 
view from that of his predecessor on the question of gradua¬ 
tion and differentiation. His detailed account of the ‘admin¬ 
istrative difficulties’, so often advanced by Somerset House 
is particularly important to us here, and should be considered 
at some length at this stage. 


IV 

In 1904 Mr. John Herbert Lewis together with Mr. 
Charles P. Trevelyan brought up the question of graduation 
again, and moved this time that the Income-Tax Clause in 
the Finance Bill should be so amended as to make the tax 
chargeable at a standard rate of lod. in the £ on all incomes 
up to £5,000, Incomes between £5,000 and £10,000 he sug¬ 
gested, were to pay what was called ‘another tax’ 3 of 1 d. in 

ibid. cvi. 827-33; Mr. W. R. (later Lord) Cremer, ibid. cx. 79; and Sir Robert 
Reid, ibid. cix. 388-94. 

1 See Chap. Ill, pp. 53-4 above. 

2 Hansard (4th series), exxi. 254-5. 

3 This was the term Mr, Trevelyan used in the debate. See ibid, cxxxviii, 
449; and for the proposed amendment see ibid., p. 447. On other Occasions 
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the £, and those exceeding the latter point, 2 d. in the £ on 
top of the standard rate. The details of the scheme, it was 
declared, were only tentative, and it was really intended to 
open a new debate on the question of graduation, in the 
attempt to include it among the other questions which the 
promised committee of inquiry were to investigate. 1 

Austen Chamberlain retorted that the principle underlying 
the proposed scheme was really based on the view that ‘the 
superfluity of this world’s goods which a man might possess’ 
ought to be taxed 'more highly than the necessaries of life’. 2 
He fully admitted the justice of that view; and, indeed, it 
constituted the rule in accordance with which the existing 
system of exemptions and abatements was designed. His ob¬ 
jection, however, was to the unprecedented extension of this 
rule which was now proposed. For the conventional line of 
demarcation between the part of an income which was super¬ 
fluous and that which was necessary was in danger of dis-’ 
appearing, and with no definite substitute to replace it, it 
seemed ‘extremely difficult’ to find any intelligible formula 
for tax distribution. 

Moreover, there was no substance in the argument that 
graduation would prove lucrative to the Exchequer and 
would thus relieve the pressure of rapid expansion in public 
expenditure. According to the Inland Revenue authorities, 
incomes above £5,000 which were to be subject to graduated 
rates constituted no more than one-fifth of the total amount 
of taxable incomes in the country. Now, even with a gradu¬ 
ated scale beginning at 15. instead of the proposed 1 id. in the 
£, and rising to 25 . instead of the proposed 15., the estimated 
increase of revenue would hardly exceed £3 millions. From 
this sum, however, deductions should be made on account 
of the migration of foreign capital, of different forms of 
.evasion, and of some new administrative cost of collection. 
These three factors together, so Chamberlain asserted, would 
reduce the estimated sum of £3 millions by half. Now, such 
a trivial increase of revenue, raised, as it would be, by means 

Trevelyan used the term ‘additional tax’; the term ‘supertax’ was not quite 
in vogue then. 

1 Mr. Herbert Samuel, Hansard (4th series),cxxxviii.460. 2 Ibid., p, 448. 
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of the most inquisitorial powers (without which the scheme 
would most probably fail) was hardly worth the unpopularity 
it would cause, and the resentment of some ‘powerful classes’ 
which it would ‘offend’. 1 

Nor was Austen Chamberlain favourably disposed towards 
differentiation. To his mind the old argument that the ap¬ 
plication of this practice would favour large industrial and 
commercial incomes at the cost of lower incomes from land 
and securities, presented an insuperable difficulty. 2 But this 
was a private conviction of his own. As we shall see in the fol¬ 
lowing chapter, his advisors in Somerset House seem to have 
held a different point of view. 3 

And thus discrediting graduation and differentiation alike, 
the Chancellor suggested confining the scope of the proposed 
inquiry to some of the administrative aspects of the income- 
tax: ‘In my opinion neither is practicable, and neither is 
desirable; and holding these views the Government would 
be misleading the country if they referred the question as an 
open question to the Committee.’ 4 

Now, the first objection which Chamberlain raised against 
graduation is, as will be noticed, the same as that which a 
number of theorists had raised previously. On the face of it, 
it may look plausible; for it is admittedly true that no clear- 
cut line can be drawn between the superfluous and the 
necessary part of a man’s income, especially when the criteria 
used are personal ones. But, although the difficulty is a real 
one, it is beside the point. The point at which income is 
divided (for purposes of taxation) into necessary and super¬ 
fluous must be decided not solely by the individual’s needs, 
but by reference also to the national needs. An equilibrium 
must be struck between the two. It is in the light of both, that 
the distribution of the national income between the private 
and public sectors of the national economy must be decided 
by the legislature, if the best results are to be obtained. 

1 Ibid, cxxxiii. 932. This statement was a bit confused, but Chamberlain 
corrected it in another debate. See ibid, cxxxviii. 455. 

2 Ibid., cxxxiii. 932. 

3 See Chap, xiii, pp. 229 et seq. below; and cf. Hansard (4th series), cxxxiii. 
931 et seq., and 1253. 

4 Ibid, p. 931. 
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This point was not explicitly made by the advocates of 
graduation in Parliament. This is, however, not because it 
did not form a major part of their argument, but because the 
idea was still nascent, and so the appropriate fiscal jargon for 
expressing it had not been fully developed. 1 

The fallacy in the second objection Chamberlain made 
against graduation, and the inaccuracy ofthelnland Revenue 
estimates of the possible gain from a supertax, is obvious from 
the great financial success of the Liberals’ experiment of 1909- 
10. More striking even than this, is the fallacious conclusion 
with which Chamberlain wound up his statement. For no 
matter how convincing the facts he gave for the rejection of 
the proposed amendment, surely there was no reason why the 
House should not examine their validity. And why would 
the Government be misleading the country (as he contended) 
if they included the question of graduation and differentia¬ 
tion in the terms of reference of the promised committee? 
Could not the terms of reference be so drafted as to indicate 
the Government’s neutral attitude, had their attitude been 
really neutral, towards the whole question? Indeed, even 
men of his own party who by no means could be described as 
partisans of radical tax reform could not agree with Chamber- 
lain. Hicks-Beach, for instance, asked with evident candour: 2 

Is it not possible by way of an extension of abatements or by 
some system of graduation to make the income tax . . . less heavy 
upon these people (i.e. lower income groups), if not more heavy 

1 Yet statements showing that this idea had existed, in a rudimentary form, 
arc abundant. Thus in the debates of 1904, for instance, Mr. J. F. Hope said 
that: ‘he did not believe that people who had got over £5,000 a year cared much 
whether it (i.e. income-tax) was gd. or a shilling. . . . But undoubtedly it was a 
very hard and heavy burden upon small taxpayers.’ Hansard (4th series), 
cxxxiii, 909; Labouchcre said: ‘At present rich men did not pay proportionately 
so much as men who were only moderately well ofT’, ibid., p. 1249; Mr. J. H. 
Lewis said: ‘At the present time the burden of taxation fell much more heavily 
upon persons of small means than upon the rich men. A rich man had only to 
deny himself luxuries, but a poor man had to deny himself comforts and even 
necessaries in order to pay rates and taxes’, ibid, cxxxviii. 445-6. It is important to 
add here that this demand for graduation cut across the parties and so on this 
occasion as on others Conservative members were supporting the proposed 
amendment of the Income Tax Clause. See, for instance, Mr. Theodore Taylor’s 
support of Mr. Lewis’s amendment, ibid, cxxxiii. 1254-5. 

2 Ibid., p. 590-1. 
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upon those who are richer? To my mind there has never been any 
objection in principle to a movement of this kind ... I confess [he 
added, however] I doubt its practicability, but what I would 
earnestly press upon my right hon. friend ... is that this question 
of the practicability of some extension of abatements or some kind 
of graduation should be examined by the .. . Committee which he 
intends to appoint to deal with income tax. 

And if this was the view which Hicks-Beach held, it is not 
surprising to see members on the Opposition side of the House 
asking the Chancellor of the Exchequer with obvious force: 
‘Why did he rebuke inquiry if he was so certain of his posi¬ 
tion?’ 1 The House, they rightly urged, ‘ought not to take as 
final’ 2 in such an important matter, statements which could 
not be verified except by thorough investigations. In point of 
fact, they added, it was clear why he resented the inclusion 
of the distributional side of income-tax reform in the com¬ 
mittee’s terms of reference. After all, had he not said quite 
plainly that graduation would ‘offend’ what he called ‘power¬ 
ful classes’ ? And what classes could he have meant apart from 
a small group of very rich individuals? Was it not in their 
interest alone that he raised the income-tax to u., and 
increased the tea duty by 2 d. per lb., thus burdening the ordi¬ 
nary taxpayer in order to spare them the payment of a super¬ 
tax? And what unpopularity would graduation incur? Surely 
not that of the majority of taxpayers, but that of the particu¬ 
lar class he was endeavouring to protect. 

One cannot read these two sides of the controversy without 
realizing that Chamberlain had unnecessarily exposed him¬ 
self to his opponents’ attacks. He himself admitted that the 
income-tax pressed ‘more heavily upon certain sections of the 
community than others’ ; 3 yet he opposed its reform. Accord¬ 
ing to him the remedy should be sought not ‘in any attempt 
to graduate the tax’, but ‘rather in compensatory taxes of 
other kinds, such as death duties, and in reducing the in¬ 
come tax to a lower figure . . .’. 4 But surely there was no need 
for the autocratic attitude with which he treated the matter; 


1 Mr. G. P. Trevelyan, ibid, cxxxviii, 455, and see also, ibid., pp, 1244-51. 

1 Ibid., p. 455. 

3 Ibid., p. 451. 4 Loc. cit. 
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for his dogmatic insistence on the impracticability of gradu¬ 
ation and differentiation, after all, proved fallacious, as we 
shall see later. Yet for a time at any rate, Chamberlain’s 
view prevailed. The Income Tax-Clause passed as proposed 
in his budgetary statement. 


v 

The promised inquiry was at last set up; but it was dis¬ 
appointing to the advocates of reform. Instead of a Select 
Committee, there was a Departmental Committee, and in¬ 
stead of investigating a progressive reconstruction of the tax, 
the scope of inquiry was confined to administrative aspects 
such as the question of fraud and evasion, the method of 
assessing taxability on certain kinds of income, the question 
of depreciation, &C . 1 Naturally this did not satisfy the advo¬ 
cates of a progressive income-tax, and the agitation for a 
Parliamentary Committee concerned with differentiation and 
graduation only, was continued in the following session. 2 In 
the meantime, Mr. Herbert Samuel was pressing the Govern¬ 
ment for a comprehensive study of the system of graduation 
and differentiation in the British Dominions and on the 
Continent. The continued agitation at last succeeded, and on 
4 May 1906 the setting up of the Committee was ordered. 
Owing to its far reaching influence on future developments 
in income-tax legislation, this Committee will be studied at 
length in the following chapter. 

1 Professor Seligman has discussed this Committee at some length; see his 
Income Tax, op. cit., pp. 185-96. 

2 See especially the debate of 12 Apr. 1905, Hansard (4th scries), cxliv, 
1444-71. 



CHAPTER XIII 


The Select Committee of 1906 

I 

T he terms of reference of the Select Committee which 
the Liberal Government set up in May 1906 indicated 
what, in the opinion of the legislature, the basis of 
income-tax reform should be. The scope of the inquiry was 
confined to the ‘practicability of graduating the Income Tax, 
and of differentiating, for the purpose of the tax, between Per¬ 
manent and Precarious incomes’. 1 In theory, that is to say, 
all parties admitted these two progressive principles; it re¬ 
mained to examine their practicability—the only ground on 
which the advocates of reform were challenged 2 —and the 
final verdict would be pronounced. Yet even on grounds of 
practicability the challenge could be met. The investigation 
requested by Mr. Herbert Samuel had already been carried 
out and produced two Blue Books which showed the success 
achieved by various European countries and British Colonies 
in introducing either one or both of these principles into their 
systems of income taxation. 3 Italy alone was an exception. 
Differentiation was so misapplied in the Italian system that 
it led to widespread evasion, and the State had to make up 
for the resulting loss of revenue by considerably increasing 
the maximum rate paid on the class of incomes from which 
tax was deducted at the source. 4 This was a notable example 
of the fact that in this matter the ‘strictness of administration’ 
and the ‘character of the population’ 3 were factors of the 
utmost importance. Nevertheless, it could have been argued, 

1 Report from the Select Committee on Income Tax; together with the Proceedings of 
the Committee and Minutes of Evidence (Cmd. 365 of 1906), p. nr 

2 Cf. Blunden (G. H.) ‘The Future of the Income Tax', Economic Journal 
(1901), p. 163. 

3 Reports from H.M.'s Representatives Abroad respecting Graduated Income Taxes in 
Foreign States (Cmd. 2587 of 1905), and Return showing which of the Colonies have 
established Systems of Graduated Income Tax y or of Income Tax levied at different Rates 
on Earned or Unearned Incomes , or both . . . (Cmd. 196 of 1905). 

4 Cmd, 2587 of 1905, op. cit., p. xviii. 5 Ibid., p. xvii. 
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as indeed it had been implied by questions put to some of the 
witnesses whom the Committee examined, 1 that Britain’s 
position in industry and trade was unique, and that a detailed 
investigation into the question of practicability (independent 
from other countries 5 experience) was therefore necessary. 

Since practicability was now the sole issue, the witnesses 
were naturally chosen from among men who either had wide 
administrative or financial experience, or were connected 
with one form or other of income-tax reform. 

The sets of problems which the Committee had to deal 
with may be conveniently reduced to two: (a) how would the 
proposed reform of income-tax affect the amount of the 
revenue?, and ( b ) what practical difficulties might prejudice 
the success of such an attempt? For reasons of convenience of 
presentation these two questions will be dealt with separately 
in connexion with graduation first, and with differentiation 
afterwards. 


ii 

The official view respecting graduation was presented by 
the Chairman of the Board of Inland Revenue, Sir Henry 
Primrose, and was practically identical with the position 
which Austen Chamberlain took in the debates of 1904 to 
which allusion has been made in the preceding chapter. It is 
proposed here to discuss this official evidence, at some length. 
This will help not only to clarify the reasons for which it was 
rejected, but also to dissipate doubts which have been raised 
as to the impartiality of the Committee in reaching conclu¬ 
sions different from those which the administrators of the tax 
would have liked them to pronounce. 2 

1 See, for example, the questions put by Mr. McKenna to Bernard Mallet, 
particularly Qq. 448, 449, 451, 452, and 454, p. 34, and other questions put by 
Sir Seymour King to Mr. T. A. Coghlan, especially Qq. 1469-73, p. 97, Cmd. 
3C5 of 1906. 

1 These doubts have been raised by Uernard Mallef, one of the witnesses - 
whom the Committee examined, in his British Budgets , 1887-191$ (1913). In 
describing the occurrences of the financial year 1907-8, Mallet wrote: ‘The 
Select Committee of 1906, in spite of the quantity of fresh evidence and infor¬ 
mation, statistical and other, which it elicited, did not go into these questions 
of principle with anything like the thoroughness of its predecessors. Its members 
approached their deliberations with their minds made up, some in favour of 
graduation, and some in favour of differentiation, and some in favour of both 
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Sir Henry Primrose estimated the country’s taxable in¬ 
come 1 at about £678 millions, of which sum £250 millions, 
belonged to 800,000 taxpayers with incomes between £160 
and £700 a year; £307 millions to 300,000 taxpayers with 
£700 to £5,000 a year; and £121 millions to 10,000 taxpayers 
with £5,000 a year or more. He further divided the last class 
into four groups; the first comprising 6,500 persons with 
incomes of from £5,000 to £10,000 a year, and an aggregate 
income of £45 millions; the second comprising 2,500 persons 
with £10,000 to £20,000 a year, and an aggregate income of 
£35 millions; the third comprising 750 persons with incomes 
of £20,000 to £40,000 a year, and an aggregate income of 
£21 millions; and the fourth comprising 250 persons with 
incomes of £40,000 or more, and an aggregate income of 
£20 millions. 2 Primrose admitted that these figures only repre¬ 
sented an approximation. 3 

Now supposing that graduation was to take the form of a 
supertax on people with incomes falling within the limits of 
the last class (i.e. those with £5,000 a year or more), and that 
such supertax was to be charged at 3 </,, 6</., 9 d., and is. in 
the £ on the foregoing four income groups respectively, the 
total increase of revenue would be £3,200,000/ 

Against this, Sir Henry Primrose and his colleagues con¬ 
tended, various difficulties presented themselves. In the first 
place the simple method which then prevailed of deducting 
the tax at the source of income would have to undergo a 
radical change. For while under this method taxpayers, as a 
rule, were not required to disclose the full amount of their 

these devices, and disposed to brush aside the technical and theoretical difficul¬ 
ties in the way’, p. 280. Gf. also Seligman’s Income Tax, p, 197, where Mallet’s 
view is accepted not only without qualification, but even without reference. 

1 This term was used to indicate that people with incomes under £160 a year 
were excluded from the estimates. The whole national income including this 
class was put by Sir H. Primrose at £i,6oo millions to £1,800 millions a year. 
See Report , Q.. 194, p. 18. _ _ _ 

1 For details as to how these figures were reached see Primrose’s evidence 
ibid., Qjq. 33-74, pp. 3-9. On another occasion Primrose raised the number of 
individuals in the last class to 12,000, but he saw no reason to alter their aggre¬ 
gate incomes. See ibid,, Q. 3259, para. 13, p. 194. 

3 His figures were derived from the claims for abatements made by income- 
tax payers and from the returns of the inhabited house duty and death-duties. 

4 Primrose’s evidence, ibid., Q. 74, p. 9. 

Q. 


5489 
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incomes from all sources, save in the case of professional men 
and commercial and industrial undertakings when carried 
out individually or by a limited company, and in the case of 
those claiming abatements, where the size of income was a 
relevant factor in deciding the individual’s tax liability, the 
rule under the proposed application of a supertax would be 
otherwise. Here tax liability would have to be determined 
with reference to the taxpayer’s total income from all 
sources—a fact which would be almost impossible to verify. 1 
Many criteria might, of course, be suggested forjudging the 
individual’s income; but they would all doubtless be derived 
from his style of life, or ‘general appearance’ 2 —‘such circum¬ 
stances as male servants, motor-cars, and so forth’ 3 —which 
could hardly be accurately indicative of his real taxability. 4 
Under the circumstances, not only a compulsory return of his 
income from all sources would be essential, but ‘most search¬ 
ing and stringent’ 5 powers to verify his return would be 
‘absolutely necessary’. 6 

Three of the witnesses outlined the comprehensive powers 
which would be required, such as the right of cross-examining 
taxpayers, of coercing banks to give information, and so 
forth. Obviously, however, they added, the imposition of such 
powers would antagonize the taxpayer. The tax would be 
most unpopular, since it would be obtainable only ‘by seizing 
a man morally by the throat and simply saying “You must 
pay it”. ... It is equivalent to that’, as one witness said. 7 

Apart from this, these witnesses argued that the mere 
granting of these powers would not solve the difficulties 
which the taxing authorities would have to face. The ascer¬ 
tainment of the group of people liable to the proposed super¬ 
tax was in itself a problem. 8 In order to reach all those with 

1 Gaylcr’s evidence, Report , Qq. 975 ct scq.> p. 69. 

- 2 Gyles in answering Q. 2718, ibid., p. 157. 

3 This phrase was used by the Chairman, Sir Charles Dilke, in his Q. 27TB, 
loc. cit. 4 Gayler’s evidence, ibid., Qq.937 et seq., pp. 65-66. 

5 Sir T. Hewitt’s evidence, ibid., Q. 2261, p. 133. 

6 Loc. cit. Similarly, sec Primrose’s evidence, ibid., Q. 92, p. II, and also 
Q. 148, p. 15; and also Gyles’s evidence, ibid., Qq. 3085-8, p. 180, and 
Qq. 3128-33, pp. 183-4. Cf. also Gaylcr’s evidence, Q. 965, p. 68. 

7 Hewitt’s evidence, ibid., Q. 2361, p. 138. 

8 Gayler’s evidence, ibid., Q. 969, p. 68. 
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£5,000 a year or more (assuming that that was the point at 
which super taxation was to start, as was generally suggested), 
forms would have to be sent out to everyone whose income 
might be suspected as being within this region. Mr. Gayler 
put the figure 100,000 as the number of people ‘upon whom 
forms would be necessarily served in the first instance 1 . 1 
Moreover, with temptation for evasion under this tax natu¬ 
rally stronger than under the ordinary tax, these returns 
would have to be sifted very carefully, and checking would 
therefore be extremely laborious and slow. For example, Mr. 
Gayler contended, there were 40,000 ‘public companies and 
corporations paying dividends, debenture interest, loan in¬ 
terest 1 , 2 and the like; unless the shareholders lists of all such 
companies were thoroughly examined and checked with the 
returns of individuals, evasion could hardly be traced. Under 
the circumstances, the employment of ‘a staff of experts to 
deal with these returns on account of the involved character 
of many of them’ 3 would be indispensable. Indeed, not only 
checking of returns but the administration of the proposed 
tax as a whole was of such a complex nature and so different 
from that of the ordinary income-tax that Sir Henry Prim¬ 
rose could not help thinking that its machinery ‘would have 
to be quite distinct 1 ; 4 although he added that whatever ex¬ 
perience and information his local surveyors might have 
would undoubtedly be put at the disposal of the new staff. 

The foregoing considerations were brought forward to 
show the Committee that any yield which might be hoped 
from a supertax would be greatly reduced by the cost of en¬ 
forcing it. The odious character of the tax, it was contended, 
would naturally incite people to resist it. 5 Legal avoidance, 
including the migration of foreign capital, would have to be 
expected. On account of this alone the loss of revenue from 

1 Ibid., O . Q 76 , p. 6 q. 

* Ibid., Q. 957, p. 67. --—-—- 

1 Ibid., Q. 955, p. 67. Similarly, Q. 96G, p. 60 ; Qq. 972-4, p. 68-69; 
Qq. 998-1002, p. 70; but particularly the answer to Q. 1082. Sec also Primrose’s 
evidence, particularly Qq. 86-92, p. 11; Q. 126, p. 14; and Q. 3259, p. 195. 

4 Ibid., Q. 87, p. 11. See also Qq. 89, 90, p. 11; Q. 126, p. 14; Q. 3259, 
paras. 2-5, pp. 192-3; and Gayler’s evidence, Q. 935, p. 65. 

5 Gayler’s evidence, ibid., Q. 964, pp. 67-68; and Sir Thomas Hewitt’s 
evidence, Q. 2361, p. 138. 
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this source was estimated at £ 750,000 a year. Sir Henry 
Primrose said at least one-tenth of foreign capital invested in 
the United Kingdom would probably leave the country. He 
put the annual proceeds of this capital at £100 millions. The 
loss to the Treasury would therefore be the amount of the tax 
chargeable on £10 millions. At a standard rate of ij., and an 
extra graduated rate averaging 6 d. in the £, this loss would thus 
be £ 750 , 000 .* Also, Primrose thought that illicit evasion would 
be frequent. He believed that the introduction of the new tax 
would push up the sale of certain bonds with dividends pay¬ 
able to bearer, such as those of certain American Railway 
companies. Such illicit evasion, he asserted, would deprive 
the Exchequer of some £ 800,000 a year. 2 Altogether the prob¬ 
able yield of supertax which he put at £ 3 , 200 , 000 , would 
thus be cut down to something like £i| million. 

In an attempt to convict the advocates of supertax of in¬ 
consistency, he said: 3 

If the super-tax cannot be effectively and impartially assessed 
then it would be more or less of an imposture, by reason of 
uncertainty and irregularity in its working, and as such it would 
stand at once condemned. If, on the other hand, it be held that it 
can be assessed with adequate precision and thoroughness, then 
no sufficient reason could be alleged for maintaining two separate 
income taxes with separate and differing machinery. It would 
surely be more logical to assume that what was held to be prac¬ 
ticable for the super-tax could be made practicable also for the 
income tax as a whole, and so avoid the dangerous experiment of 
subjecting a large body of taxpayers to two income-taxes each 
with its own hardships and elements of irritation. 

As a matter of fact, as another official witness argued, the 
introduction of supertax based on compulsory return of 
income recalled the unsuccessful Act of 1799 which was 
founded on this principle and its subsequent abandonment 
and the substitution of deduction af The soured 

But more important than all these administrative consider- ? 

1 Primrose’s evidence, Report , 0 .- 74 , P* 9 i an d Qq- 178-80, p. 17. 

2 Primrose’s evidence, ibid., Qq. 3253-8, p. 192; Q..82, p. 10; and Gayler’s 
evidence, Q,. 996, p. 69. 

3 Primrose’s evidence, ibid., 0,-3259, para. 21, p. 196. 

4 Gayler’s evidence, ibid., Q. 964, pp. 67-68; and Chap. Ill, p. 47 above. 



The Select Committee of igo 6 229 

ations, Sir H. Primrose added, was the effect of the proposed 
scheme of graduation on the national economy. The tax, he 
asserted, was bound to reduce the profits of entrepreneurs 
considerably. Savings therefore would tend to fall and capital 
would become ‘scarce and dear 5 . As a result of this the level 
of employment would suffer and the ‘rate of wages* would 
naturally fall off—a circumstance which he contended would 
bear more hardly on the wage-earning class than the taxation 
of consumable goods. 1 

Should one conclude from what has just been said that the 
Inland Revenue experts were resolved to advise no alteration 
in the income-tax structure so far as graduation was con¬ 
cerned? On the rejection of progressive graduation and super¬ 
tax they certainly were resolved; but in offering an alternative 
they seem to have been divided. Sir Henry Primrose and 
Mr. W. Gyles were of the opinion that a reasonable extension 
of the system of abatements then in force would answer the 
long-standing demand for income-tax reform. 2 Bernard 
Mallet was not quite so definite. The proposed supertax was 
‘the only possible* scheme ‘if it is desired to do something in 
the way of graduation 5 , provided that did not imply the 
sacrifice of the principle of deduction at the source. Alterna¬ 
tively, ‘the only other thing you could do*, he added, ‘would 
be to improve the abatement system, and carry it up a little 
further.’ 3 W. Gayler was uncompromising. Any serious 
attempt to raise the standard rate higher and allow some 
lower-income groups more abatements he ruled out as ‘a 
fearful task 5 that ‘would be impossible to work’. 4 

hi 

As for differentiation, little or practically nothing was said 
against it. As it presented no material difficulties, the official 
front, so to speak, had no reason for opposing it. 5 Sir H. Priiru- 
rose told the Committee that incomes were already classified 

1 Report, Q. 3259, para. 10, p. 193. 

2 Primrose’s evidence, ibid., CL- 3259, para. 23, p. 196; and Gyles’s evidence, 
Qq. 2742-3, p. 159. 

3 Ibid., Q..384, p. 29. 4 Ibid., Q..982, p. 69. 

5 Sir Thomas Hewitt should be excepted; he still seemed a bit unsettled in 
his opinion about it. See ibid., Q. 2253, p. 136, and Q. 2308, p, 135. 
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according to their source. Thus permanent incomes which 
comprised incomes from land and public securities were 
taxed under the separate Schedules A and C respectively, 
and the tax on both was deducted at the source. Such, too, 
was the case with a considerable amount of ‘investment in¬ 
come 1 (i.e, incomes of shareholders in companies with limited 
liability and similar other commercial and industrial enter¬ 
prises) which was taxed under Schedule D. On the other 
hand a great part of earned incomes, namely salaries, pen¬ 
sions, &c., were taxed under Schedule E. 1 

Three difficulties, however, were pointed out to the Com¬ 
mittee. The first came from Walter Gyles, who contended 
that it was difficult to draw a clear-cut line between earned 
and unearned incomes. Differentiation, he added, would 
have therefore to be enforced by means of providing the tax 
officers with ‘very stringent and accurate instructions which 
should be followed similarly throughout the whole country 1 
showing ‘distinctly what was to be regarded ... as earned 
income or unearned income 1 . 2 This would probably lead to 
accurate results but its great disadvantage lay in its complica¬ 
tion. Alternatively, responsibility for the distinction could be 
left to the discretion of the tax officers, a course which he was 
disinclined to recommend. 

To Primrose, however, this did not seem such a perplexing 
problem. He admitted that the attempt to draw a distinction 
was difficult, especially since the ‘degree of effort 1 required 
in the production of income varied widely among different 
classes. None the less, he agreed that for the purpose of classi¬ 
fication, and in order to ‘simplify matters’, as Keir Hardie 
put it, some arbitrary dichotomy would have to be accepted. 
Thus, for example, he was ready to agree that all ‘investment 
income’ should be treated as unearned income, 3 although in 
strict theory he felt that such a suggestion could not well be 
defended. 

Closely related to this difficulty brought forward by Gyles 

1 Primrose’s evidence, Report , Q. hi, p. 13; and also Q_. 3259, para. 28, 
P* 197 - 

2 Ibid., Q.. 2725, p. 158. Similarly, Sir T. Hewitt’s evidence, Qq. 2258-60, 
p. 132. 

3 Ibid., Q,. 3327, p. 202. 
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was the treatment of combined income, Le. income ‘from the 
employment of capital and the addition thereto of personal 
exertion 5 brought up by Henry Primrose. 1 Under a differen¬ 
tial system ‘combined’ incomes would have to be divided into 
two parts; an assumed interest on the capital invested, which 
was to be treated as unearned, and the remainder, regarded 
as earned income, which was to be taxed at a reduced rate— 
a complication which did not arise under a uniform rate. 2 

Finally, there was the question of people carrying on busi¬ 
ness with borrowed capital. Here the fear of evasion was 
evidently present in Primrose’s mind. Naturally, he said, when 
paying his interest the taxpayer would deduct the tax at a 
higher rate than that at which his own earning would be 
taxed; and unless the fact that this capital or part of it was 
borrowed was revealed to the revenue authorities, it seemed 
that he would get away with the difference between the two 
rates. 3 

But neither of these two difficulties seemed to him insuper¬ 
able; both could be obviated, or at least ‘greatly diminished’, 
by confining differentiation to the smaller incomes, where the 
role of personal effort in producing income came first and 
that of capital second. 4 5 As for high income, graduated death- 
duties were already exercising a considerable differentiation 
between earned and unearned income which amounted ‘tak¬ 
ing it all round ... to something very like a shilling in the 
pound’. 5 

Thus the foregoing review of the opinions expressed by the 
tax officials brings us to the conclusion that their opposition 
was virtually directed against graduation only. This is, of 
course, not difficult to understand. The tax was then working 

1 Ibid., Q. 116, p. 13. 

2 Loc. cit. This was also the solution suggested by L. G. Chiozza Money. 
See Qq. 882-95, but particularly Q. 896, p. 59. It is relevant to add that this 
was also the practice in Holland and Saxe-Altcnburg. See Gmd. 2587 of 1905, 
op. cit., p. xiv. Similar practice prevailed also in Australia, respecting incomes 
from farming where the farmer owned his land. See Coghlan’s evidence on this 
question, ibid., Q. 1342, pp. 89-go; Q,q. * 539 ~ 4 °> PP- 100-1; and Qq. 1575 
et seq., p. 102. 

3 Cmd. 365 of 1906, op. cit., Q. 116, p. 13. 

4 Ibid., Q. 122, p. 13; and sec also Cox’s evidence Q, 2554, p. 149. 

5 Ibid., Q_. 124, p. 14. 
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very smoothly and its machinery had been run in with a whole 
century’s experience behind it. A radical remodelling of its 
structure like that which the protagonists of reform were con¬ 
templating was bound to arouse fears and anxiety. Within 
reasonable limits, however, they were ready to make, and 
they actually did make, a concession. This concession was all 
the more generous because the tax officials held that to an 
appreciable extent graduation and differentiation were al¬ 
ready in operation as a result of Harcourt’s reform of death- 
duties. According to Sir H. Primrose, during the last ten 
years (i.e. 1896-1905) the State had received in death-duties 
the equivalent of an income-tax on the proceeds of all estates 
passing at death varying from 6 d. in the £ on estates of £40 
to £400 annual value, to is. 3 J d. in the £ on those of £40,000 
a year or more. If the burden of these duties were looked at 
from the point of view of the inheritor it would appear even 
heavier than this. At the rate of 8 per cent, chargeable on an 
estate of £1 million, the duty would be £80,000, which if 
invested in Consols, would bring the taxpayer some £4,000 
a year which was the virtual charge calculated annually. On 
this basis Primrose, reckoning the extra burden borne by this 
class of taxpayers, came to the conclusion that it varied from 
9 d. in the £ on estates of £1,000 to £10,000 to 2j. in the £ on 
those of£i million or more. 1 Yet Primrose and his colleagues 
were prepared to recommend differentiation and a further 
extension of the system of abatements. But that was all; they 
were not ready to upset the edifice which they were keen to 
maintain. This was no small concession for men of Austen 
Chamberlain’s generation. 2 

Nevertheless, the case of the Somerset House experts should 
not be overstated. In answering the difficulties which had 
been raised, their opponents did not confine themselves to 
general principles. On the contrary; they refuted all the 
factual evidence which had been given. It was, we would 

1 See for these calculations a memorandum submitted by Primrose which 
appears as Appendix No. 8, Cmd. 365 of 1906, op. cit., pp. 242-4. 

2 Cf. Austen Chamberlain’s allusion to Asquith’s budget of 1907 in a letter 
to his father, Joseph Chamberlain, in the former’s book. Politics from Inside 
(1936), pp. 71 and 74. Similarly, Lord Hugh Cecil, Conservatism (H.U.L. 
undated), chap, v, pp, 118 et seq. 
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submit, the force of that refutation which convinced the 
Committee that a progressive income-tax was practicable. 
We shall attempt to show wherein the force of that refutation 
lay, and in so doing, to disprove the assertion that the issue 
had been prejudged by the Committee. 

IV 

Now for the arguments advanced by the advocates of 
reform. Their estimates of the national income varied con¬ 
siderably, especially when they came to calculate the aggre¬ 
gate income of the group who earned -£5,000 or more. The 
most conservative estimate of this part of the national income 
was just over £148 millions. 1 This was the reckoning of T. A. 
Coghlan, the Australian statistician. But even compared with 
this, Primrose’s estimate seemed unduly cautious. For even 
on Coghlan’s figures a supertax averaging 6 d . in the £ would 
bring in an additional £3,700,000 per annum—half a million 
more than Primrose calculated. 

Moreover, the advocates of reform denied that evasion and 
avoidance would cut this increase of revenue by half. The 
migration of capital was hardly a serious threat. When George 
Faber rather awkwardly, and perhaps with the intention of 
embarrassing Coghlan, asked the latter: ‘Can you say con¬ 
fidently, aye or no, whether in this country a high income tax 
would or would not make it worth while for capital to go?’, 2 
he received the short and telling answer: ‘Ask yourself, Sir; 
where are they going to take it to?’ Indeed, the income-tax 
was already a conspicuous feature in the fiscal system of 
twelve European countries. In France its introduction was 
being so strongly urged that its adoption was in reality a 
mere matter of time. 3 The Fiscal Legislative Committee and 
M. Rouview were already settling some technical details 
prior to its i ntroduc tion. 4 In the United States Presidents 

1 Evidence, Report , Q, 1600, p. 103. Professor Bowley put it at £200 millions 
or more (ibid., Q. 1293, p. 85); and Chiozza Money at £181 millions (ibid., 
appendix to evidence, Tabic D, cols. 1 and 4, p. 64). 

1 Coghlan’s evidence, ibid., Q. 1534, p. 100. See also Q_. 1535, loc. cit., and 
Q. 1581, p. 103. 

3 The first modern French income-tax was introduced in 1913. 

4 Cmd. 2587 of 1905, op. cit., pp. 143-4. 
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T. Roosevelt declared himself a party to its introduction in his 
country. In his annual message to the Congress he declared 
in 1906 that a 'graduated income tax of the proper type would 
be a desirable feature of federal taxation, and it is to be hoped 
that one may be devised which the supreme court will declare 
constitutional’. 1 On the other hand, those countries which 
did not levy a definite income-tax had graduated taxes on 
property or on certain kinds of income. Russia, Portugal, 
Hungary, and Belgium afforded good examples of such taxa¬ 
tion. 2 

Transfer of capital, moreover, was improbable, the advo¬ 
cates of reform continued, because it could only be realized 
by liquidation of assets. This would naturally tend to bring 
prices down to a point where reduction of profits thus caused 
would equal that of supertax; at this point transfer of capital 
would obviously cease: ‘it was a mere matter of arithmetic .’ 3 

The contention that the imposition of a supertax would 
cause a transfer of foreign capital seemed to imply, as one 
Liberal member of the Committee argued, that the foreign 
investor was necessarily and always ‘a very big investor with 
a very big income 1 . 4 This was an unwarranted assumption. 
‘He may be a foreign investor, but just like the English inves¬ 
tor he may be a small investor .’ 5 It is relevant, however, to 
add that this was not quite a fair answer to the fear that the 
tax might cause a migration of foreign capital. Originally this 
point was raised by Henry Primrose. He did not put it in the 
form of a broad generalization as the advocates of reform 
seemed to present it. He said that the tax would cause the 
transfer of a certain amount of foreign capital, which propor¬ 
tion he put at io per cent. The objection seems therefore 
rather irrelevant and ought to have been directed to the pro¬ 
portion he suggested if that were considered inaccurate. 

Continuing, the advocates of reform submitted that similar 
arguments had been advanced against graduated death- 

1 Sdigman, Income Tax y p. 591; and cf. also S. Ratner, American Taxation 
(New York 1942), chap. 12, especially pp. 258-60. 

2 Cmd. 2587 of 1905, pp. 149 et scq. Cf. also Philip Snowden’s evidence, 
Q,. 1799, p. 115. 

3 Coghlan’s evidence, ibid., Q. 1531, p. 100, and Q. 1379, p. 92. 

4 Ibid., Q..2994, p. 174. 5 Ibid., Q..2993, p. 174. 
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duties, and yet no transfer of capital took place. ‘The fears 
which were expressed then and which have not been realised, 
discount the fears which are expressed now.’ 1 

Nor was the anxiety that evasion of the proposed tax would 
reduce its yield, justifiable. The reason was that ‘about four- 
fifths’ 2 of taxable income were derived from sources which 
were either obvious or easily traced, and which were fairly 
constant, since they consisted of real property, dividends in 
public companies, or salaries which were stated in reports 
and balance sheets. 3 On the other hand, unearned incomes 
falling within the scope of this tax were normally managed 
and their returns were made by reputable ‘agents and soli¬ 
citors’ 4 who had ‘little interest in evasion’. 5 The only leakage 
that should, in reality, be feared, they continued, was that of 
professional incomes, and private commercial and industrial 
incomes. In support of this contention, the advocates of 
reform cited the effect of the sudden rise of the rate of income- 
tax recently from 8 d. to u. in the £. The yield of the tax per 
penny indicated no sign of evasion. Indeed, referring to the 
annual Reports of the Inland Revenue one finds that the 
yield per penny increased as follows: 6 

1897- 8: £2-18 mn. 1902-3: £2-53 inn. 

1898- 9: £228 mn. I 9°3“4 : £2-56 mn. 

1899- 1900: £2*35 mn. I904"5 *■ £ 2 '5 8 mn. 

1900- 1: £2-47 mn. 1905-6: £2*63 mn. 

1901- 2: £2*53 mn. 

An official witness, Gayler, accounted for the absence of 
evasion by the fact that the previous year’s assessments helped 
in securing accuracy after the rate was raised. In reply Sir 
Charles Dilke, the Chairman, said that the increase was 
steady and extended over a number of years. Had evasion 
therefore been attempted, the three-year and other averaging 
systems with their retrospective effect would have doubtless 

1 Chiozza Money’s evidence, ibid., Q,. 764, p. 53; and Philip Snowden’s 
evidence, Qq. 1931-2, p. 121. 

2 Snowden’s evidence, ibid., Q. 1806, p- 115. 

3 Ibid., Q. 1804, p. 115; and Q,.2020, p. 125. 

4 Ibid., Q. 1805, p. 115. 5 Loc. cit. 

6 Cmd. 4226 of 1908, Fifly-First Report of the Commissioners of His Majesty's 
Inland Revenue t for the year ended 31 si March , igo8> p. 155. 
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affected the results* In reply Gaylcr said that the increase 
could be explained by a phase of prosperity which certain 
industries (e.g. shipbuilding and coal-mining) had experi¬ 
enced. Against this it was contended that the steady increase 
applied to all schedules under which the tax was collected, 
and not to one particular schedule. The truth, of course, 
which both parties could not then appreciate, was that at 
that time national income was rising in money terms, and 
that this made it difficult to draw from the figures any infer¬ 
ence about the existence of evasion. 

The advocates of reform were not content with mere criti¬ 
cisms. They went further and offered two positive measures 
for checking evasion. The first was the suggestion that the 
tax should have a retrospective effect covering a period of 
six years preceding the discovery of evasion, as against the 
then existing rule that it should not extend back to more than 
two years (with some penalties), or to more than the current 
year in the case of a deceased person. 1 The other was the sug¬ 
gestion that sample returns should be checked. Share lists 
of limited liability companies and other records of a simi¬ 
lar kind, it was suggested, provided good material for the 
assessing authorities by means of which they would check indi¬ 
viduals’ returns; and in order to render this checking prac¬ 
ticable only samples chosen at random should be periodically 
checked, to give the taxpayer the impression that his return 
might very well be checked any time. This Tear of discovery’ 
and the liability to ‘sufficiently severe’ penalties ‘would be a 
sufficient deterrent’. 2 

Mention should also be made of the attack this group of 
witnesses launched at the administrative practice of deduction 
at the source. Under this practice, the individual’s tax lia¬ 
bility was deducted at the source from which income was 
.derived. This could only be d one wh en all ta xpay ers were 

1 This was the suggestion which Qq. iogi-i 104 implied. They were put by 
Mr. Evans to Mr. W. Gayler, Report , p. 74. Sec also Qq. 1027-32, p. 71. These 
were put to the same witness by Sir T. Whittaker, as well as Qq. 1142-3, by 
Mr. Trevelyan to Mr. Gaylcr, p. 76. 

2 See the questioning of P. Snowden by C. P. Trevelyan, ibid., Qq. 2030-!, 
p. 126, and cf. this with Mr. Chiozza Money’s four suggestions for tracing 
evasion, Qq. 624-32, p. 47. 
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liable to a single universal rate* Under this practice personal 
considerations, among which the size of income was perhaps 
the most important, could not well be taken into account. 
Hence the existing system of abatements was devised, in the 
attempt to rectify this defect. But apart from the fact that it 
entailed enormous labour and so increased administrative 
work and cost instead of reducing it, this system of abatements 
was unsatisfactory in other respects. Restricted, as it was, to 
lower income groups only, it obviously failed to adjust tax 
liability to the size of income in the case of other and more 
important income groups. 

Further, under the existing system no abatements were 
made without a thorough investigation into the claimants’ 
circumstances. Thus the ascertainment of the size of income 
was the ultimate factor in determining tax liability. And this 
was virtually the basis of direct assessment which the advo¬ 
cates of reform proposed. All those with £5,000 a year or 
more were required to return their incomes so that their tax 
liabilities could be ascertained. It is difficult to see why the 
one procedure should be less inquisitorial and therefore more 
agreeable than the other, when they both implied the same 
principle. 1 The opponents of reform were hardly reasonable 
in contending that while in the latter case the declaration of 
income was compulsory, in the former it was voluntary. 2 The 
answer to this line of argument, if argument it be, was rightly 
made by Chiozza Money who said that ‘a declaration which 
is only voluntary in the sense that a man is very heavily fined 
if he does not make it, contains such element of coercion as to 
be strictly comparable with the other’. 3 Summing up the 


1 Money’s evidence, ibid., Qq. 809-12, p. 55; but see particularly Q, 675, 
p. 49 where he maintained that ‘out of a number of income tax payers of about 
a million, you already inquire into the private affairs of three-quarters; and to 
inquire into the private affairs of the remaining quarter in order to bring about 
a wise or equitable scheme of taxation is a thing which would commend itself 
to anybody’s judgement’. According to Mr. B. Mallet the number of those who, 
under the then existing system, had to disclose either the whole or part of their 
incomes to the taxing authority, either for abatements or for complete exemp¬ 
tion, was ‘about three-fourths’ the total number of taxpayers. See ibid., Q, 232, 
p. 20. See also Sir T. Hewitt’s evidence, particularly Qq. 2345-6, p. 137, 

2 See Q. 852, put by Mr. McKenna to Chiozza Money, ibid., p. 57. 

3 Answer to Q. 857, ibid., p. 57, made by the same witness. 
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argument which the advocates of reform upheld, Keir Hardy 
said, that ‘if the State tolerates the concentration of enormous 
wealth in the hands of a few private individuals ... it has at 
least a right to know how much these men and women secure 
of national income and to make them contribute to the com¬ 
mon weal in proportion to the benefit they receive’. 1 

None the less this group of witnesses did not urge the aboli¬ 
tion of deduction at source completely. They were willing to 
retain it because by that time the public had got used to it, 
and the radical change of a system that had been in existence 
for a whole century could not be popular. ‘The reason why 
I did not suggest’ its abandonment, Philip Snowden told the 
Committee, ‘is . . . that I want as little disturbance at the 
beginning of the present system as possible’ ; 2 and this accounts 
for their advocacy of a supertax rather than progressive grad¬ 
uation which was, in their view, irreconcilable with the 
method of deduction at the source* 

This account of the arguments which the advocates of 
reform employed cannot be complete without reference to an 
attempt made by Philip Snowden to point out to the Com¬ 
mittee the defects of the tax structure and its regressive nature, 
and to outline to them the distributional policy his party 
upheld. He declared that the aim of the reform they sought 
was not merely to secure a better distribution of income-tax, 
but also to remove indirect taxes on necessaries, and what was 
more important still, to ensure ‘a more equitable diffusion of 
national wealth’. 3 But he was unable to enlarge upon these 
wider issues of tax distribution because the committee was 
determined to keep the inquiry strictly within the limits 
imposed by its terms of reference. For our present purpose, 
however, Snowden’s attempt to raise the matter indicates 
clearly enough the dissatisfaction which he and his party felt 
regarding the existing fiscal policy and their determination 
to oppose it. In fact Snowden’s statement may be regarded 
as an attack on the views which prevailed in official circles 

1 Report , appendix 5, p. 237. 

1 Snowden’s evidence, ibid., Q. 1994, p. 124. Sec also Qq. 1718-27, 
pp. 110-11. 

3 Ibid., Qq. 1697 and 1700, p. 108. 
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and which were subsequently expressed in Primrose’s memo¬ 
randum on the distributional effects of death-duties. 1 

Thus no objection which their opponents had raised was 
left unanswered by the advocates of reform. Even the neces¬ 
sity for a separate staff was contested. That 'a good deal of 
extra labour is required’ 2 to enforce the tax, was, they said, 
admittedly true. But it seemed an unwarrantable exaggera¬ 
tion to say that this extra labour was ‘enormous’ or un¬ 
manageable. 3 This could be proved by the fact that the 
number of people liable to the new tax was relatively small, 
and that once they returned their incomes, and those returns 
were checked and ascertained, the staff’s future labour would 
become considerably smaller. 4 Nevertheless it was a fact, 
they added, that the income-tax machinery was understaffed, 
and its extension was at any rate necessary, and what is more 
the increase of revenue would justify it. 5 

It may be permissible to add at this point that after the tax 
was introduced in 1909, the total number of forms which the 
Revenue authorities issued in their search for the people sub¬ 
ject to the new tax was only 30,829, as against the figure of 
100,000 estimated by Gayler. 6 

The argument that because the Act of 1799 with its system 
of compulsory returns did not prove a great success, the pro¬ 
posed experiment was therefore doomed to failure was shown 
to be a fallacy by Keir Hardie who contended that in 1799 
‘there was not an experienced and efficient department such 
as there is now’; this factor made all the difference between 
the two experiments. 7 

The officials raised one difficulty which was not satisfac- 

1 For Primrose’s memorandum see ibid., appendix no. 8, p. 242. The memo¬ 
randum was dated 3 July 1906, and Snowden’s evidence was concluded on 
27 June 1906. It should be added here, however, that Primrose had already 
expressed his views as to the bearing of death-duties on income-tax in his first 
examination, although with less precision than in his memorandum. 

1 Coghlan’s evidence, ibid., Q. 1502, p. 99. —-- 

3 Loc. cit. 

4 Snowden’s evidence, ibid., Q. 1818, p. 116. 

5 Ibid., Qq. 1743-9, P* II2 > and Qcp 1815-21, p. 116. 

6 See p. 227 above. For the actual figure of the number of forms issued by the 
Inland Revenue see the Fifty-Fourth Report of the Commissioners of H.M's Inland 
Revenue, for the year ended 31st March , ign (Cmd. 5833 of 1911, p. 99). 

7 Or 1067-8 which Keir Hardie put to Gayler; Report , p. 73. 
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torily resolved by the reformers. Whereas income-tax was 
assessed on the average income of three years, the proposed 
supertax was to be levied separately on each year’s income. 
This made for unfair discrimination against the payer of 
supertax. But the difficulty could have been quite easily met 
by placing the supertax also on the three yearly averaging 
system and allowing the tax officers the necessary powers of 
backward scrutiny . 1 

Finally, in respect of the effects of graduation on savings 
and investment, Chiozza Money showed that this objection 
could be raised not only against graduation, but against any 
excessively high tax. The basic fallacy in this line of argument, 
was, however, that it overlooked the important assumption 
that the revenue would be spent. Thus the deficiency in 
private expenditure that might be occasioned by excessive 
taxation would be made good by State expenditure, which 
might even be of a more useful kind than private expendi¬ 
ture . 2 

Although they were unanimously agreed on the outline of 
the income-tax reconstruction, the spokesmen of reform 
differed as to the details of the plans they submitted to the 
Committee. Harold Cox, M.P., suggested a degressively 
graduated scale beginning at £1,500 and descending to very 
low incomes. At the upper end of the scale he suggested a 
minimum flat rate . 3 Chiozza Money favoured a graduated 
scale beginning at £160 to £400 and rising in eight steps to 
£ 1,000 to £2,500, where a standard rate, so to speak, of is. in 
the £ was to be charged. After this point supertax was to be 
levied in five rising stages, ending with 15. in the £ chargeable 
on incomes of £50,000 or more . 4 Coghlan, the Australian 
expert, preferred graduation by dividing taxpayers into ten 
groups and charging each with a different poundage . 5 He 
also suggested the adoption of what may be termed a standard 
rate, with possibilities of readjusting tax liability after the tax 
was deducted . 6 Finally, Philip Snowden and Keir Hardie 

1 Report , Q. 3182, pp. 187-8. See also Qq. 3183 et seq,, p. 188. 

2 Ibid., appendix no. 14, p. 257. 

3 Ibid., Q.2477, p. 145. 4 Ibid., Table D, p. 64. 

5 Ibid., Qq, 1336-8, p. 89; and Qq. 1426-37, pp. 95-96. 

6 Ibid., Qq. 1460 et seq., p. 97. 
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favoured a standard rate and a supertax commencing at 
£5,000 and gradually rising to a certain point where the tax 
would become proportional. 1 


v 

On the question of differentiation, it was natural that since 
the administrators of the tax lent it their support, this group 
of witnesses did not have much to say on the subject. One 
point, however, they emphasized: despite the fact that death- 
duties made for differentiation, they fell short of procuring 
an equitable distribution of the burden between earned and 
unearned incomes. This was because while income-tax rates 
were continually changing, and death-duties (rightly) had 
remained unaltered since 1894, the former relation between 
the two categories of income taxpayers had been disrupted. 

The differential plans submitted to the Committee were 
broadly similar. Three of the witnesses (he. Cox, 2 Money, 3 
Coghlan 4 ), preferred a triple division of income into earned, 
mixed, and unearned. Snowden suggested that differentiation 
should begin at the point of £5,000 where the supertax was 
to begin. When he was told that that did not tally with the 
popular demand of taxpayers with lower or moderate in¬ 
comes, his answer was: T suggest that the additional revenue 
secured by the super taxation of large incomes should be used 
for the relief of smaller incomes.’ 5 He also suggested that 
differentiation should cease at £50,000 since such high in¬ 
comes could hardly be described as the outcome of personal 
exertion. 6 

No attempt was made by either group of witnesses to cal¬ 
culate the effects of differentiation on the revenue. 

VI 

After the examination of witnesses was completed, the 
Chairman drafted a comprehensive report describing the 

1 Snowden’s evidence, ibid., Qq. 1754-62, pp. 112-13. For Keir Hardie’s 
scheme see appendix 5, ibid., p. 237. 

2 Ibid., Qq. 2491-500, p. 146, and Qq. 2625-7, P* I 5 2 « 

3 Ibid., Qq. 882-98, p. 59. 4 Ibid., Q, 1342, pp. 89-90. 

5 Ibid., Q. 1754, p. 113. 6 Ibid., Qq. 1864 et seq., p. 118. 
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evidence his Committee had heard »^^nd on the whole affirm¬ 
ing the practicability of both gradua_tion and differentiation. 

Mr. McCrae and Sir T. Whittak^^^r also submitted draft 
reports; and the final report was in effect based on the for¬ 
mer’s report with considerable mod^^Sfications and alterations 
moved and approved by the mcmbcfcrs of the Committee. The 

Chairman’s report, however, is parti_ cularly valuable because 

it indicates how the Committee’s findings were reached. 
Briefly stated these were: (a) that Fizz _: imrosc’s estimates of the 
net yield of the proposed supertax t i * ndefl ; as the evidence of 
other witnesses seemed to indicate, err on the side of under¬ 

statement’, 1 ( b ) the improbability oCZEiza supertax driving capi¬ 
tal out of the country owing to the c - xistcncc of high taxation 
abroad, 2 (c) the difficulty of evasionzrzn in the majority of cases 
under the existing system of deducti c r rn at the source, 3 ( d ) that 
practical difficulties although real, had been ‘in some cases 
pushed too far’, 4 5 a fact that, it wa s: _^ held, could be substan¬ 
tiated by the success of the colonial and Continental systems 
of graduation and differentiation, a^K^nd finally (e) the fact that 
already a very considerable body otZ taxpayers disclosed their 
incomes on claiming either total ^ eruption or abatements. 
Hence the extension of this practic e- : — to higher income groups 
was a workable suggestion, espccia lly as it was virtually the 

recommendation of the Departmei-ital Committee of 1904. 5 

Further, even if Primrose’s estima-tes of the revenue of the 

new tax proved to be right, it w^™*>uld, as Chiozza Money 
pointed out, ‘allow you to give that —zrclicf to the middle classes 
which is often pleaded for’ 6 by m e ans of a reduction of the 

tax rate at the lower end of the sc - ilc. This argument seems 

to have carried weight with the Ch r fi rman and the signatories 

of the majority’s report. 

The final report was a typica_lly English compromise. 

Graduation proper (i.e. progress! —vc graduation) could be 

1 The Chairman’s draft report, Repori y par— a. 28, p. xx. 

1 Ibid., para. 60, p. xxvii. 

3 Ibid., para. 7, p. xvi, and para. 41, p. and para. 50, pp. xxiv-xxv. 

4 Ibid., para. 56, p. xxvi. 

5 Ibid., paras. 9-20, pp. xvii-xviii. 

6 The Chairman’s draft report, ibid., para. 40, pp. xxii-xxiii, and cf. Money’s 

evidence, ibid., Qq. 814 et scq., pp. 55-56, t_^>ut particularly Q.831, p. 56. 
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effected by direct assessment; but owing to the incompati¬ 
bility of such assessment with the highly convenient practice 
of deducting the tax at the source of income, progressive gradu¬ 
ation was dismissed as being inexpedient in this country. The 
Committee were therefore endeavouring to devise a method 
that would be compatible with deduction at source. They 
turned down also another scheme of graduation which Sir 
Thomas Whittaker offered. This was an extension of the 
system of abatements by deducting the tax at a uniform high 
rate on all incomes at the source, and allowing taxpayers to 
claim the difference between what was deducted and their 
actual tax liability afterwards. Against this there were two ob¬ 
jections; first, the enormous amount of work involved in deal¬ 
ing with the vast number of claims for abatements; secondly, 
the anxiety of bankers as to the effect on the monetary market 
of a method which locked up great sums of money. 1 

The supertax scheme was therefore recommended as the 
only practicable alternative. All those with £5,000 a year or 
more were to pay ‘a second income tax, distinct from and 
supplementary to the existing tax’ and this was { to be levied 
on individuals by direct personal assessment’. 2 This, the Com¬ 
mittee maintained, was ‘a combination of the method of a 
direct personal tax with that of taxation at the source’ 3 which 
had the advantages of both, and on the whole, the disad¬ 
vantages of neither. 

As regards differentiation, the Committee admitted that it 
was not easy to draw a clear-cut line between earned and 
unearned incomes. Incomes of individuals in commercial 
concerns run privately on the basis of unlimited liability 
provided a case in point. These were indisputably earned in¬ 
comes. Yet by mere formal conversion of such concerns into 
limited liability companies the same incomes would become 
unearned. In order to mitigate this as well as many other 
hardships arising in various border-line cases, the Committee 

1 For this point see the evidence of Spencer Phillips, ibid., Q. 2438, p. 143, 
and Qq. 2439-65, p. 144; the evidence of Sir F. Schuster, Qq. 2856-7, p. 166, 
and Q. 2884, p. 167, and Qq. 2903-6, p. 168; and the evidence of Algernon 
Hills, Q. 3046, and Q. 3055, p. 177. 

2 The Chairman’s draft report, ibid., para. 7, p. iv. 

3 Ibid., para, 8, p. iv. 
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recommended that the size as well as the source of income be 
taken into consideration; 1 

It appears to us that the existing feeling of some differentiation 
in the amount of the tax levied upon earned incomes does not 
require that all incomes irrespective of size should receive privi¬ 
leged treatment. If some limit were imposed the difficulty would 
be much reduced of doing substantial justice to those cases which 
are on the border line. 

They also upheld the view (originally put to them by Philip 
Snowden) that the lower the income the larger was the pro¬ 
portion of personal effort in acquiring it, and the higher the 
income the greater was the part played by capital in produc¬ 
ing it. The method they recommended to cfTcct differentia¬ 
tion was hence that of a reduced rate on specific categories of 
incomes not exceeding £3,000. Thus a practical solution was 
at last found to the problem which had defied all previous 
attempts in the past hundred years or so. 2 

One side-issue in the controversy between the advocates of 
reform and their opponents occupied a conspicuous place in 
the Committee’s final Report. That was the bearing of death- 
duties on income-tax. It will be remembered that this point 
was originally raised by Sir H. Primrose. 3 His views seem to 
have carried conviction with the majority of the Committee 
who thought it relevant to include them in their final Report. 
They therefore summarized his memorandum in five para¬ 
graphs and concluded that: 4 ‘if the income tax and Death 
Duties be regarded together as a form of income tax there is 
already a very substantial graduation of taxation on incomes 
derived from large estates, and differentiation between large 
incomes derived from personal exertion and those derived 
from inherited property’. There is, of course, no objection to 
considering the formal incidence of income-tax in conjunc¬ 
tion with that of death-duties; but it was obviously incon¬ 
sistent to limit consideration to two taxes alone rather than 
taking account of the tax structure generally, or even better, 

1 Chairman’s draft report, ibid., para. 20, p. vi. 

1 For a summary and a favourable review of the report see an article by 
G. W. Gough in the Economic Review , vol. xvii, no. 1, Jan. 1907, pp. 81-85. 

3 Sec p. 232 above. 4 Report , para. 29, p. via. 
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of the fiscal structure as a whole—expenditure side included. 
The Committee, however, refused to accept a broad interpre¬ 
tation of their terms of reference, and, as we have seen 1 , they 
refused to give a hearing to evidence like that of Philip Snow¬ 
den which would have exposed the generally regressive cha¬ 
racter of the country’s fiscal policy. 

These were the findings of this Committee which were to 
revolutionize the whole structure of income taxation and were 
to provide the progressive foundation for further develop¬ 
ments. 

1 See p. 238 above. 



CHAPTER XIV 


The Establishment of a Differenti 
and Graduated Tax, 1906-19 


1 


B arely nineteen weeks after the Committee had 
their report Mr. Asquith proposed the first ins 
of income-tax reform. After giving a brief accomi 
the history of attempts at reform, he said that the reconstl 
tion of the tax had been repeatedly postponed owing to 
hope which the Gladstonians entertained that its days * 
numbered; but since this view was no longer seriously 
able, an attempt should now be made to remove the a on 
lies in the income-tax 'and to arrive at some scheme will 
destroying the essential features or the productive chart 
of the tax, which differentiates incomes not only as to 
but also as to source whence they are derived, and co 
under which they are enjoyed’. 1 Accordingly, he propose 
adopt the Committee’s recommendation and charge i 
incomes not exceeding -£2,ooo 2 at a reduced rate of 
the £ against the standard is. chargeable on unear 
comes. The demarcation line between these two cl 
income was peremptory. All incomes chargeable 
Schedules B and E were considered as earned; and» 
those chargeable under D where the taxpayer’s bus* 
profession was carried on privately or by partners ‘pe 
acting therein’. 3 Incomes under Schedule A were also 
as earned when obtained as a remuneration for an office 
or service rendered by the taxpayer, thus forming part 
whole of his emolument (as is the case with eccles* 
offices). This differential advantage, Mr. Asquith add 

1 Hansard , clxxii. 1202. 

4 The Committee, it will be recalled, originally suggested £3,000 as ft 
mum point for differentiation; but Mr. Asquith said, ‘I think that 
quite as far as you can fairly go’. Ibid., 1203. 

3 Finance Act, 1907, chap. 13, 7 Edw. VII, s. 19. 
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to be enjoyed ‘in addition to, and not in derogation of, all 
Ousting exemptions and abatements’. 1 That meant that all 
earned incomes not exceeding £700 were to be allowed the 
Ipecific abatements they were already entitled to, and then 
tharged at a lower rate on the remainder. Thus, for example, 
ft man with £450 a year, who was entitled under the old 
tystem to an abatement of £150, would have this sum de¬ 
ducted from his income first, and would then be charged on 
the remaining £300 at gd. instead of the old is. in the £. His 
tax liability would thus be reduced from £15 to £1 1. 55. od. 
r- As for mixed incomes, although he admitted that logically 
they lould constitute a third category in the differential 
icheme, he was, nevertheless, of the opinion that an attempt 
It such precision would lead to insuperable practical difficul¬ 
ties. He therefore upheld the view which the Select Commit- 
fee lad expressed that the best practical solution was to treat 
luch incomes as earned in those cases where the role of per- 
lonal exertion as income-producing factor was normally more 
>ronounced, i.e. in the regions of low and moderate incomes. 
f In concluding this part of his statement, Asquith alluded 
ID the old Gladstonian objection against differentiation, 
lamely, that it favoured industrialists and tradesmen as 
Igainst those with low, fixed incomes. He said that this objec¬ 
tion was no longer valid since, as a result of the system of 
exemption and abatements then in force, the latter class 
enjoyed appreciable relief. Only when incomes exceeded 
£700 were they charged at the standard rate of is. in the £. 
f The cost of the proposed change was estimated at £ 1J mil¬ 
lion 2 and was to be met by an increase of death-duties. 3 
k Asquith held that the introduction of graduation at the 
iame time as the changes necessary to establish a differen¬ 
tiated system would be too much for the administrative 
nachinery to cope with. As a preliminary step towards grad¬ 
uation, however, Asquith adopted the recommendation of 

| 1 Hansard , clxxii. 1204. 

1 That was the normal annual cost. The actual cost in that financial year 
bdf was estimated at £2 millions, the additional £750,000 being due to the 
fclay n collection caused by the new differential system and the consequent 

I, 1 Hansard , clxxii. 1207-8, and cf. Mallet, op. cit., p. 275. 
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the 1906 Committee 1 of reviving the necessity for each tax¬ 
payer to make a detailed return of his income from all 
sources. He did not think that this system would be unpopular; 
since under a merely differential tax, the disclosure of his 
source of income would benefit the taxpayer with an earned 
income, and would, at least, do no harm to the recipient of 
unearned income. Further alterations in the tax would have 
to wait until the present experiment had proved successful. 2 

11 

Enterprising as it was, this scheme can hardly be said to 
have had a favourable reception from the Press. According 
to The Economist Asquith’s reform had neither theoretical 
justification nor was it sufficiently far-reaching. All it amounted 
to was the reduction of liability on certain incomes from is. 
to gd, in the f; and ‘a permanent tax of 9 d. in the pound 
is exceedingly onerous’. 3 A better course than this would, 
indeed, have been a general reduction of the tax rate ‘to a 
moderate level’, rather than a reduction in favour of a single 
class. 4 But the reason why Asquith preferred a differential 
scheme to a reduction of normal rate on all incomes was that 
‘the cost of differentiation is not expected to exceed £2,000,000 
this year and £1,200,000 in succeeding years, whereas a 
reduction of id, in the pound would mean a sacrifice of 
£2,600,000 a year’. 5 

The fallacy which underlay the criticism of The Economist 
is obvious. That Asquith did not suggest any remission of 
taxation because he was planning for an Old Age Pensions 
scheme was a well-known fact; 6 but this should not be taken 
to imply, as The Economist seemed to suggest, that his differ¬ 
ential scheme was a side issue, a mere substitute for remission 
of taxation, and not a matter of principle. The fact that he 

— 1 Report, paras. 30-35, p. ix. LMansard^c lxxii. 1206. 

J The Economist , vol. lxv, no. 3321, 20 Apr. 1907, p. 674, and for a somewhat 
similar view see the Banker's Magazine, vol. lxxxiii, no. 758, May 1907, pp. 698-9. 

4 The Economist , vol, lxv, no. 3321, 20 Apr. 1907, p. 674. 

5 Loc. cit. 

6 See Asquith’s own Financial Statement of 1907, Hansard, clxxii,and cf. J. A. 
Spender, and C. Asquith, Life of Herbert H. Asquith, Lord Oxford and Asquith, 
2nd imp., vol. i (1932), chap, xv, pp. 186-9; anc * Viscount Philip Snowden, An 
Autobiography , vol. i (1934), chap, x, pp. 158-9. 
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the 1906 Committee 1 of reviving the necessity for each tax¬ 
payer to make a detailed return of his income from all 
sources. He did not think that this system would be unpopular; 
since under a merely differential tax, the disclosure of his 
source of income would benefit the taxpayer with an earned 
income, and would, at least, do no harm to the recipient of 
unearned income. Further alterations in the tax would have 
to wait until the present experiment had proved successful. 2 

II 

Enterprising as it was, this scheme can hardly be said to 
have had a favourable reception from the Press. According 
to The Economist Asquith’s reform had neither theoretical 
justification nor was it sufficiently far-reaching. All it amounted 
to was the reduction of liability on certain incomes from is, 
to gd, in the £; and ‘a permanent tax of 9 d, in the pound 
is exceedingly onerous’. 3 A better course than this would, 
indeed, have been a general reduction of the tax rate ‘to a 
moderate level’, rather than a reduction in favour of a single 
class. 4 But the reason why Asquith preferred a differential 
scheme to a reduction of normal rate on all incomes was that 
‘the cost of differentiation is not expected to exceed £2,000,000 
this year and £1,200,000 in succeeding years, whereas a 
reduction of id, in the pound would mean a sacrifice of 
£2,600,000 a year’. 5 

The fallacy which underlay the criticism of The Economist 
is obvious. That Asquith did not suggest any remission of 
taxation because he was planning for an Old Age Pensions 
scheme was a well-known fact; 6 but this should not be taken 
to imply, as The Economist seemed to suggest, that his differ¬ 
ential scheme was a side issue, a mere substitute for remission 
of taxation, and not a matter of principle. The fact that he 

—* Report , paras. 30-35, p. ix. _* Hansard , dxxii. 1206. 

3 The Economist , vol. lxv, no. 3321, 20 Apr. 1907, p. 674, and for a somewhat 
similar view see the Banker's Magazine , vol. lxxxiti, no. 758, May 1907, pp. 698-9. 

4 The Economist, vol. Ixv, no. 3321, 20 Apr. 1907, p. 674. 

5 Loc. cit. 

6 See Asquith’s own Financial Statement of 1907, Hansard , clxxii, and cf. J. A. 
Spender, and C. Asquith, Life of Herbert H . Asquith , Lord Oxford and Asquith , 
2nd imp., vol. i (1932), chap, xv, pp. 186-9; and Viscount Philip Snowden, An 
Autobiography , vol. i (1934), chap, x, pp. 158-9. 
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had appointed a Select Committee, together with the reasons 1 
he gave in justification of this line of action leave no doubt 
that he was treating income-tax reform more seriously than 
The Economist gave credit for. 

A more penetrating view came from another quarter. A 
contemporary academic economist, who was at the same 
time an orthodox disciple of Gladstonian finance, commented 
on the budget of that year that its ‘general line of policy is 
clear enough; it is in fact a development of the Harcourt 
Budget of 1894’, though ‘the application takes a different 
form, which will be more pronounced in the further expan¬ 
sion that may be expected’. 2 This was essentially true. Both 
Harcourt and Asquith, in common with their master, Glad¬ 
stone, admitted the justice in the claim to relief made by 
people with lower earned incomes, and all three had had 
recourse to death-duties to alleviate the pressure of taxation 
on this class. Yet whatever the features of resemblance, 
Asquith’s budget distinctly differed from Gladstonian prac¬ 
tice in this, that it treated the question of differentiation in a 
decidedly more liberal way. It introduced differentiation in 
a form which Gladstone had vigorously opposed, and which 
never had Harcourt’s full support while the latter was at the 
Exchequer. It would perhaps be more accurate to say that 
Asquith’s method was rather a variation on the theme of, 
than a development of, the old practice. 

The Times showed dissatisfaction with the rule which re¬ 
stricted differential treatment to incomes not exceeding 

£2,000: ‘It is not easy_to see why the efficient worker who 

earns nearly £3,000 a year should be penalized as compared 
with his less efficient rival who earns not quite £2,000.’ 3 But 
evidently this objection could also be raised against any other 
point at which differentiation would have been stopped. 
Decisions of this kind are bound to be somewhat arbitrary. 
For example, the variation between the rates chargeable on 
earned and unearned incomes appears equally arbitrary at 

1 See his reasons in his statement of 1906, Hansard , clvi. 299-300. 

2 Profc C. F. Bastable, ‘The Budget of 1907 with Special Reference to the 
Income Tax’, Economic Journal, June 1907, p. 168. 

3 The Timesi 19 Apr. 1907, p. 9, col. 4. 



250 The Establishment of a Differential 

first sight. Yet in this connexion the important point is the 
fact that some relief was being given to those who needed it 
most. Figures of this sort are not a subject for theoretical dis¬ 
cussion. They necessarily represent a compromise between 
ideals and the needs of the revenue. 

Most curious of all, however, was the position of the West¬ 
minster Review which had unfailingly and staunchly advocated 
differentiation in the past century. It found three difficulties 
in Asquith’s scheme: 1 

There is first of all the initial difficulty of defining clearly what 
constitutes an ‘earned’ and what an ‘unearned’ income, and dis¬ 
criminating justly between the two; there is, secondly, the diffi¬ 
culty of getting the taxpayers to clearly understand the definitions 
given, so that they may give true returns; and, thirdly, there 
always remains the difficulty, inherent in all income taxes of 
dealing with the man who, though understanding the law, uses 
his knowledge of the law not to obey, but to evade the law. 

The explanation of this volte-face on the part of the West¬ 
minster was that it had recently been converted to a land-value 
tax, which it now advocated as a substitute for income-tax. 
As arguments against the Asquith scheme, the contentions of 
the Westminster will not bear scrutiny. 


hi 

The second instalment of income-tax reform was the intro¬ 
duction of supertax in 1909. This change was precipitated by 
the further rise in social expenditure and by the Liberals’ 
determination to continue their adherence to free trade. On 
the basis of the existing taxes the prospective deficit was esti¬ 
mated at more than £15! millions. 2 Among other devices to 
meet it, the Chancellor of the Exchequer, now Lloyd George, 



tion for this in the fact that the existing burden of taxation 


1 The Westminster Review , vol. 167, no. 6, June 1907, pp. 682-3. 

1 The actual figure was £15,762,000; and if to this sum is added another 
£350,000 on account of the development fund, labour exchanges, and valuation 
staff, together with a margin for emergencies, the total would amount to some¬ 
thing like £16^ millions. See Mallet, op. cit., p. 301. 
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was distributed according to no intelligible principle. So 
haphazard was the existing tax distribution that an over¬ 
whelming majority of the populace, the working classes, were 
paying more in proportion to their income than those who 
were better off. 1 To remedy this state of affairs, Lloyd George 
said he was looking for additional taxation that was capable 
of being widely diffused, that would have no harmful effects 
on industry or trade, and that would be in real relation to the 
taxpayer’s ability to pay. The answer to the situation was, he 
suggested, the supertax. 2 This step would be the logical con¬ 
clusion of principles already recognized by the system of 
abatements and allowances made to lower income groups. 3 

The new tax was to be on the lines recommended by the 
Select Committee of 1906, in that it was to take the form of an 
extra 6 d. in the £ on all incomes above a certain point; but it 
differed from it in one respect. The Committee’s recommen¬ 
dation, it will be recalled, was that supertax should apply to 
all incomes above £5,000. Lloyd George said that this limit 
was quite agreeable from an administrative point of view; it 
would bring in only 10,000 new cases of assessment. But there 
Was the objection that by fixing the tax at this point the 
Exchequer would lose the advantage it might reasonably 
expect from taxing the incomes just below the £5,000 mark. 
The alternative suggestion of extending the new tax to in¬ 
comes above £3,000 would impose too heavy a pressure on 
the administrative machinery to be manageable at this stage. 
He therefore proposed a compromise: ‘While I . . . propose 
to limit the tax to incomes exceeding £5,000, I propose to 
levy it upon the amount by which such incomes exceed 

1 Hansard , Session 1909, iv. 502. 

2 Other additions to taxation included the increase of duties on tea, tobacco, 
and spirits; a revision and increase of liquor licence duties; and a new petrol 
and new car and motor-cycle licences; and finally, the land-value taxes which 
excited the Opposition’s greatest fears. For a brief summary of the budget set 
Mallet, op. cit., pp. 289-313; and for a detailed description of the political con¬ 
troversy to which it gave rise see Malcolm Thomson and Frances, Countess 
Lloyd George of Dwyfor, David Lloyd George , the Official Biography (1947), 
chap, x, pp. 177-91, There will be found interesting details about how the King 
tried to intervene, at the request of the Opposition, and persuade Lloyd George 
to dispense with his progressive measures and find the necessary revenue by 
further increases of the duties on sugar and tea (op. cit., p. 189). 

3 Hansard » Session 1909, iv. 506-7. 
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£3,000, and at a rate of 6 d. in the pound upon the amount 
of such excess.’ 1 

Lloyd George’s budget of 1909 contained also two further 
improvements of the income-tax. The first concerned the 
differential rates. While leaving the rate on earned incomes 
not exceeding £2,000 at 9 d, as before, the Chancellor sug¬ 
gested levying is. in the £ on those between £2,000 and 
£3,000 and raising the rate on unearned incomes and all 
incomes above the latter point to is. 2 d. in the £. 2 The second 
improvement was the revival of the Children’s Allowance 
which was originally introduced in 1799 3 but repealed in 
1806. 4 ‘In the case of incomes not exceeding £500’, Lloyd 
George contended, 'the pressure of the tax, notwithstanding 
the abatements at present allowed, is sorely felt by taxpayers 
who have growing families to support.’ 5 To afford this class 
some relief and alleviate the pressure on lower unearned 
incomes nominally chargeable at is . 2 d. in the £, an abate¬ 
ment of £10 was allowed to all taxpayers with incomes not 
exceeding £500, for every child under 16 years. 6 

It is relevant to add that the Finance Act which introduced 
the supertax showed considerable leniency towards super¬ 
tax payers as regards the deduction of their life insurance or 
deferred annuity premiums. Provided that such premiums 
did not exceed one-sixth of the taxpayer’s net income, he was 
allowed a deduction from his tax liability proportionate to 
the premium he paid, and, contrary to the practice followed 
in income-tax, should such deduction bring his income below 
£5,000, he would be completely exempt from supertax. 7 

A description of the nation-wide controversy which Lloyd 
George’s budget aroused does not fall within the scope of this 
inquiry; but among the numerous objections which the 
Opposition raised against it was one particularly directed 
against the pro posed supertax,-To-some Opposition speakers 
the idea that the tax, besides being a producer of revenue, was 
also planned to readjust the distribution of tax burden, sug- 

1 Hansard , Session 1909, iv. 509-10. 2 10 Edw. VII, c. 8, s. 67. 

J 39 Gco * HI, c. 13, s. 3. 4 46 Geo. Ill, c. 65. 

5 Hansard , Session 1909, iv. 507. 6 io Edw. VII, c. 8, s. 68. 

7 10 Edw. VII, c. 8, s. 66. 
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gested a more sinister intention. It was regarded primarily as 
an attempt on the part of those now in power to overburden 
the well-to-do; and thus was a threat not only to this class, 
but to the very foundations of society. It was a repetition of 
the old practice of utilizing political power to avoid taxation. 
Lord Robert Cecil was particularly vehement on this point: 1 

In 1853 when the tax was imposed the great mass of political 
power was in the hands of the middle-classes, and the income tax 
. , . undoubtedly fell upon them, and did operate as a serious 
cautionary measure to prevent extravagance on the part of the 
Members of Parliament and the Government of the day. That is 
no longer true. The income taxpayers today number may be a 
million or a little more. Only one-sixth or a little more than that 
of the voters pay income tax, if you assume that every income 
taxpayer is a voter, which he certainly is not. 

He further added: 

Do you really wish to set up a tax-free class? It is not the first 
time in the history of this world that the class which has had politi¬ 
cal power has used that power to give itself immunity from taxa¬ 
tion. It was tried by the noble class over and over again in the 
evil times hundreds of years ago. It did not produce good results, 
even for the classes who tried it, and it produced extravagant 
administration and produced the greatest poverty for the classes 
that were actually taxpayers. 

His conclusion was that ‘This is, I cannot help saying, a 
class Budget’. 

Now, if the Opposition advanced this argument in earnest, 
they certainly greatly misunderstood the Government’s 
standpoint. They seem to have overlooked the point which 
Lloyd George tried to emphasize, namely that the majority of 
the people were already paying in commodity taxes far more 
than in proportion to their taxability. Indeed, in the year 
ending 31 March 1909, the duties on beer, spirits, tobacco, 
sugar, andTTea alone accounted for over 36*1 per cent. oFtKe 
total revenue, as against 34-3 per cent, from income-tax and 
death-duties combined. 2 But statements made by other 

1 Hansard Session 1909, iv. 948-50. 

1 Total public income in that year amounted to £151*37 millions. The duties 
on the five articles mentioned above were as follows: spirits £17*85 millions; 
beer £12*55 millions; tobacco £15*68 millions; tea £5*67 millions; and sugar 
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Opposition speakers do not seem to indicate that this class 
argument was a generally accepted one. A, J. Balfour, for 
example, frankly declared that he did not dispute the justice 
of graduation; he only looked with suspicion at the supertax 
proposal because, in his opinion, it would not ‘produce the 
results to the Exchequer which the Chancellor of the Ex¬ 
chequer anticipates 5 , and because it seemed to do injury not 
only to the class of taxpayers who would be charged with 
supertax, but ultimately also to ‘others and less prosperous 
members of the community 5 . 1 Others like Lord Willoughby 
dc Eresby, 2 G. Renwick, 3 Samuel Roberts, 4 and Hicks- 
Beach, 5 objected not to the principle underlying the Chan¬ 
cellor’s scheme, but to the height of the tax rate which, they 
contended, would affect the country’s reserve taxable capacity 
in times of emergency. Austen Chamberlain contented him¬ 
self with a very brief allusion to some practical difficulties, 
and at a later stage confined his criticism to some technicali¬ 
ties of assessment. 6 The Opposition’s most desperate and 
vehement attacks were concentrated, as is well known, on 
Lloyd George’s scheme ofland-taxes. Indeed, the alarm they 
took at this part of his budgetary proposals was so great that 
it seems to have prevented them from seeing that it was really 
the supertax which exerted the gravest threat to their inter¬ 
ests. 7 

At any rate when the supertax clause was put to the vote 
after its third reading, it passed the Commons by a majority 


-£3*02 millions. On the other hand, income-tax contributed £33-70 millions, and 
death-duties £18-31 millions. Sec Cmd. 200 of 1911, p. 19 and Mallet, op. cit., 
p. 479, Table III, and p. 481, Table V. 

1 Hansard , Session 1909, vi. 513, and cf. also iv. 1951 et seq., particularly 
P-1955- 

2 Ibid. xi. 25*30. 3 Ibid. vi. 542. 

4 Ibid. xi. 54. 5 Ibid. iv. 1964-7. 

_Llbid., pp. 1103-4, and ibid. xi. 65-66 and 67-68. 

7 For the reasons why the Conservatives took alarm at and resolutely decided 
to wage a war against Lloyd George's proposed taxation of land values see 
Blanche E. C. Dugdale, Arthur James Balfour , vol. ii (1936), chap, iii, pp. 55-56. 
Cf. also J. A. Spender and C. Asquith, Life of Herbert H. Asquithy Lord Oxford and 
Asquithy 2nd imp., vol. i (1932), chap, xx, pp. 255-6; M. Thomson and Frances 
Countess Lloyd George of Dwyfor, David IJoyd George , the Official Biography 
(1947), chap, x, pp. 183 d seq.; and Viscount P. Snowden, Autobiography , vol. i 
(1934), chap, xiii, pp. 189-99. 
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of 116 votes, 1 not to become law, however, until 29 April 
1910, and only after a well-known constitutional crisis. 

Thus before the first decade of the present century was 
over, the income-tax, by a process of gradual amendment, 
acquired its characteristic distributional features. This 
gradual process, however, was so radical that the twentieth- 
century income-tax bore little resemblance to its Georgian 
or Victorian predecessors. And it seems needless to add 
that the significance of the reforms which Asquith and 
Lloyd George carried out does not lie so much in their fiscal 
or even in their distributional effects as in the principles 
they introduced which, with some refinements, were to make 
the English income-tax a highly effective redistributional 
device. 

The only important event in the annals of the income-tax 
subsequent to the introduction af the supertax in 1909, was 
the appointment in 1919 of a Royal Commission to carry out 
a comprehensive inquiry into the tax £ in all its aspects’: fiscal, 
administrative, and distributional. Before discussing the 
recommendations included in the Commission’s important 
report it is relevant to give a brief account of the changes 
which the tax had undergone in the intervening decade. For 
although those changes were, with a few exceptions, confined 
to variations in the tax rate, and had therefore little theoreti¬ 
cal significance, it is necessary to mention them in order to 
present a general picture of the burden borne by each class 
of taxpayers. Without this, the criticism of the existing prac¬ 
tice by the Royal Commission cannot well be appreciated. 

IV 

Despite the continuous rise in public expenditure, par¬ 
ticularly increased by the outlays on the Navy and ‘social 
reform’, the four years fo llowi ng the introduction of Lloyd - 
George’s first budget witnessed practically no changes in 
taxation. 2 With spectacular prosperity and decline in unem- 


1 The actual votes were aoo for and,84 against, with two tellers on each side. 
Hansard, Session 1909, xi. 83-86. 

2 The only changes effected in that period were all introduced in igi 1. They 
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ployment, these years were characterized by substantial 
budget surpluses. However, 1914 marked the beginning of a 
new epoch. Expenditure in that year was estimated at 
£205*98 millions, as againstarevenueofsome£200*65millions. 
The Chancellor had thus to provide for a prospective deficit 
of more than £5 millions. He also had to meet further expenses 
resulting from the adoption of a new scheme of grants for 
local authorities, and new provisions in the National Insur¬ 
ance scheme and other similar items, totalling in all about 
£4^ millions, bringing the anticipated deficit altogether to 
something like £9*80 millions. 1 In pursuance of his policy of 
1909 Lloyd George decided to meet this deficit by increasing 
the income-tax, the supertax, and death-duties. 

The income-tax was to remain at 9 d. in the £ on earned 
income; but instead of extending this rate to £2,000, it was 
now confined to those with £1,000. Earned incomes between 
£1,000 and £2,500 were divided into three groups: on those 
between £1,000 and £1,500 the rate was now raised to 
10 \d.\ on those between £1,500 and £2,000 it was raised to 
is .; and to is. 2 d. on those between £2,000 and £2,500. 
Standard rate chargeable on all unearned income in excess 
of £2,500, was raised to 15. 4 d. in the £. Against these in¬ 
creases, on the other hand, the Children’s Allowance was 
raised from £10 to £20. The exemption limit for supertax 
was lowered to £3,000; and the tax was now charged accord¬ 
ing to a scale of seven graduated steps as follows: 5 d. in the £ 
on the £500 between £2,500 and £3,000; 7 d. in the £ on the 
next thousand pounds; g d. on the following thousand, and so 
on, the rate gradually rising by an additional 2 d, in the £ on 
each successive step of £1,000, until the maximum rate of 
is, 4 d, chargeable on the eighth thousand pounds was reached, 
at which point the tax became proportional. 2 The concurrent 
increase in death-duties was limited to steepening the gradu¬ 
ated scale on estates exceeding £60,000 net value, so that the 

were (a) the remission of the duty on cocoa for which a duty on manufactured 
chocolate was substituted, ( b ) a minor alteration on liquor licence duty, and 
(c) a change in the stamp duty on marketable securities. Sec Mallet, op. cit., 
pp. 326-8. 

1 B. Mallet and C. O. George, British Budgets , vol. ii, pp. 20-26. 

2 4 & 5 Geo. V, c. 10; and Mallet and George, op. cit., pp. 19-34. 
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maximum rate chargeable on estates exceeding £1 million 
was now raised from 15 to 20 per cent. 1 

V 

This was the position on the eve of the First World War. 
During the eventful years of 1914-18 six budgets were intro¬ 
duced entailing substantial increase of the taxpayer’s burden. 
As it stood in 1918 the tax extended to people with £130 
annual income. Abatement on incomes above the exemption 
limit but not exceeding £400 was reduced to £120; that on 
incomes between £400 and £600 to £ 100; and that on those 
between the latter point and £700 was left at £70 as before. 
The tax rates, on the other hand, were substantially raised. 
Incomes not exceeding £500 paid 25. 3 d. in the £ if earned 
and 31. if unearned. The rates then rose as follows: to 3 s. on 
earned and 31. g d. on unearned incomes between £500 and 
£1,000; t0 3 s * 9 d. and 4^. 6 d, respectively on incomes between 
£1,000 and £1,500; to 45. 6 d. and 55. 3 d. respectively on 
incomes between £1,500 and £2,000; and to 5 s. 3 d. and 65. 
respectively on those between £2,000 and £2,500. After the 
latter point differentiation ceased and the rate was 65., uni¬ 
formly levied on all incomes not exceeding £3,000. 2 Further, 
special rules were introduced to prevent a newly discovered 
leakage in connexion with life-insurance premiums. 3 

Mention should also be made of the change introduced by 
Mr. McKenna’s budget of September 1915, with regard to 
assessment of farmers. So far, the farmer’s income was esti¬ 
mated as being equivalent to one-third of his rent, and his 
tax liability was thus ascertained under Schedule B. This had 
always given rise to much criticism, 4 until it was finally 
abandoned and the whole of his rent was now taken as 
an index of his income; but against this the taxpayer still 

- 1 Ma llet and Geor ge , loc. cit. - 

2 8 & 9 Geo. V, c, 40, and cf. Mallet and George, op. cit. ii, 26, 37, 69-70, 
97, and 154-5. See also the First Instalment 0/ the Minutes of Evidence of the Royal 
Commission on the Income Tax (Cmd. 288-1 of 1919), appendix no. 7, pp. 51-53. 

3 5 & 6 Geo. V, c. 62, s. 17, and 6 & 7, Geo. V, c. 24, s. 36. Gf. Cmd. 
288-1 of 1919, p. 61. 

4 See, for example, the evidence of Philip Snowden before the Select Com¬ 
mittee of 1906 (Cmd. 365 of 1906). 
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retained his right to be assessed on his actual profits of the 
year (under Schedule D) should he prefer this. 

Against these increasing restrictions some alleviations of a 
progressive nature were effected. The Child Allowance was 
increased from £20 to £25 in 1915, and was extended in the 
following year to taxpayers with £700. 1 In 1918 this privilege 
was further extended to taxpayers with £800, as also to those 
with more than two children whose income was above £800 
but did not exceed £i,ooo. 2 In this year, moreover, an allow¬ 
ance of £25 in respect of wife and other dependants was intro¬ 
duced, to be raised in the following year to £50. By the 
Finance Act of 1919 the allowance in respect of the first child 
was raised to £40. Finally, special abatements and allowances 
were granted under certain conditions to soldiers, sailors, 
seamen, and airmen, but owing to their exceptional nature 
they need not be described here. 3 

Supertax, on the other hand, was further increased. It 
reached its apex for the time being in 1918 when the exemp¬ 
tion limit became £2,500; it was now graded in eight steps 
as follows: is. in the £ on the first £500 in excess of the £2,000; 
is. 6 d. for every pound of the next £1,000, and so on, rising 
by 6 d. in the £ in respect of each of the five successive £ 1,000, 
until the maximum of 4 s. 6 d. in the £ applicable to incomes 
above £10,000 was finally reached. From that point on, the 
tax became proportional. > 

During the war Excess Profit Duty was also introduced; 
but as this falls outside the scope of our inquiry and in any 
case was only temporary we need only note its additional 
effect in cutting down the incomes of supertax payers. 

Thus, under the necessity of providing for war expenses, 
the income-tax was so altered that a predominantly propor¬ 
tional tax was turned into an essentially progressive one. Of 
particular interest was the mode in which graduated rates 
were applied. In 1906 graduation proper (that is progressive 
graduation) was, as we have seen, deprecated by the Select 

1 5 & 6 Geo. V, c. 89, s. 24, and cf. also Cmd. 288-1 of 1919, p. 60. 

2 8 & 9 Geo. V, c. 15, s. 27, and cf. also Cmd. 288-1 of 1919, p. 60. 

3 For details of these abatements and allowances see Cmd. 288-6 of 1920, 
appendix no. 43, p. 171, 
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Committee on the Income Tax. It was generally agreed that 
graduation proper would entail more labour and inquisition 
than at that time seemed justifiable. In war-time, however, 
neither of these two objections carried much weight. Gradua¬ 
tion was therefore tried and the experiment proved quite 
successful, and at the end of the war the tax was graduated 
according to six different rates in the case of earned, and 
according to five in the case of unearned incomes. Likewise, 
during the war years family allowances (towards which the 
tax administrators had shown no favour in 1906) 1 were also 
introduced with practically no fuss, and did not prove to add 
all the complications which Sir Henry Primrose had feared. 2 

But a system which was hurriedly developed in war-time 
chiefly with a view to securing as much revenue as possible, 
could hardly be expected to be too nice about questions of 
detail. Thus, while the tax was levied on a graduated scale, 
no serious endeavour seems to have been made by the legis¬ 
lators to readjust the different income-brackets, or to estab¬ 
lish the relation between the rates applicable to those 
brackets, in accordance with any intelligible distributional 
formula. 

With the return of peace, this, along with other defects 
which inflicted undue hardships on certain groups of tax¬ 
payers, called for a comprehensive inquiry into the income- 
tax—one which was to view the tax in its entirety and to 
revise the piecemeal legislative patching which so far had 
been the only means of improving the system of income taxa¬ 
tion. It was for the performance of this task that Austen 
Chamberlain—oddly enough, in view of his previously ex¬ 
pressed opinions 3 —set up the Royal Commission of 1919. 

1 See the following footnote. 

2 When asked about family allowances, Primrose replied: ‘I can foresee that 
it adds one more complication, and not a very light one’ too. See his evidence 
in Cmd. 365 of 1906, op. cit., Q.. 186, p. 18. 

3 See Chap, xii, pp. 212 and 217—22 above. 



CHAPTER XV 


The Royal Commission of 1919 

I 

O f the Commission’s important and lengthy Report 
| only three points fall within the scope of this inquiry 
and require to be dealt with here at any length. These 
are their recommendations in respect of the limit of exemp¬ 
tion and family and personal allowances, the system of gradu¬ 
ation, and that of differentiation then in force. 

The evidence on the first point differed widely. A widely 
accepted view was expressed by Sidney Webb who main¬ 
tained that the existing limit of exemption (£130 for single 
and £180 for married taxpayers) was rendered inadequate 
by the rise of cost of living accompanied by increased in¬ 
direct taxation. He emphasized the effect of a low exemption 
limit on incentive and gave as an example the increased 
'absenteeism’ among coal-miners in order to avoid bringing 
their incomes within the taxable area. In view of contem¬ 
porary difficulties it is interesting to see this complaint voiced 
so early. Sidney Webb also drew attention to a widespread 
discontent not only among wage-earners but also among 
what he called 'minor professionals’ with the burden of in¬ 
come-tax. 1 An appropriate exemption limit would be, in his 
opinion, £250, which corresponded to no more than 50 s. a 
week in pre-war standards; below this no taxpayer could sup¬ 
port a standard 'necessary for the maintenance of... industrial 
and civic efficiency’. 2 This was also the contention of the re¬ 
presentative of the Parliamentary Committee of the Trades 
Union Conference, Mr. Robert Shirkic, who held that the 
lowering of the limit of a subsistence minimum was opposed to 
the aim of legislation providing for school feeding and clothing, 
medical inspection, the care for children suffering from mal- 

1 Third Instalment of the Minutes of Evidence of the Royal Commission on the 
Income Tax, Cmd. 288-3 of * 9 I 9 > para. 6880, p. 337. 

2 Ibid., para. 6883, P- 33®; and also Qq. 6944-55, pp. 343-4; Q..6961, p. 344. 
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nutrition, the maintenance of children who attended school 
beyond a certain age, and other similar social services then 
being discussed. These could only ‘be logically defended on 
the hypothesis that it is the business of the nation to see that 
its child life is hedged round with all necessary safeguards 
and protections’. 1 Among other witnesses who concurred with 
the figure of £250 were Chiozza Money, 2 the three represen¬ 
tatives of the Co-operative Union of Great Britain and Ire¬ 
land, 3 the two representatives of the Miners’ Federation of 
Great Britain, 4 and the Labour Party’s representative, Mr. 
George R. Carter. 5 On the other hand, there were other wit¬ 
nesses who although generally sharing these views, differed 
in their conception of an adequate minimum of subsistence. 
Thus, Dr. Marion Philips (representing the Standing Joint 
Committee of Industrial Women’s Organization) suggested 
that the limit of exemption should be raised to £150 in the 
case of single taxpayers and to £300 in the case of married 
men; 6 Dr. Ogilvie Gordon (the representative of the National 
Council of Women of Great Britain and Ireland) suggested 
that it should be raised to £i6o, 7 and the Rev. A. G. Atkinson 8 
(Secretary of the Curates’ Augmentation Fund), the Rev. 
Canon F. Partridge 9 (on behalf of the Board of Finance of the 
Church of England), and Mr. G. W. Currie 10 (Chairman of 
the Income Tax Committee of the Association of the Cham¬ 
bers of Commerce) put forward the figure of £200. All these 
witnesses were obviously in substantial agreement; the only 

1 Ibid., para. 9139, p. 441. See also the same view expressed in paras. 9140-2, 
loc. cit., and in his answers to Qq. 9183-207, ibid., p. 443. 

1 Fourth Instalment of the Minutes of Evidence of the Royal Commission on the 
Income Tax i Gmd. 288-4 1 9»9, para. 10906, p. 534, and paras. 10974-80, 

pp- 536-7- 

3 Fifth Instalmenty Cmd. 288-5 1 9 1 para. 18099 and also para. 18041, 

P- 914 * 

4 Ibid., paras. 19082-3, p. 938; 19090-1, p. 939; and Qq. 19095-6, loc. cit.; 
and Qq. 19141-77, pp. 940-I. 

5 Ibid., para. 20140, p, 987; and paras. 20185-96, p. 991. 

6 Second Instalment of the Minutes of Evidence of the Royal Commission on the 
Income Tax , Cmd. 288-2 of 1919, para. 3499, p. 158. 

7 First Instalment of the Minutes of Evidence of the Royal Commission on the Income 
Tax, Cmd. 288-1 of 1919, para. 1242 (2), p. 63. 

8 Fourth Instalment f paras. 14595 and 14596, p. 731. 

q Ibid., para. 14832, p. 741, and para. 14917, p. 743. 

10 Third Instalmenty para. 2672, p. 37G. 
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dissentient voice was that of the three representatives of the 
National Chamber of Trade who harked back to the old 
theory that ‘everybody who has a voice in the government of 
the country should bear some portion of the cost’; 1 hence 
they demanded the reduction of the exemption limit to £120. 
They stopped at this point only because they thought that a 
man with so small an income was already sufficiently taxed 
through indirect taxes* 2 

The Commission itself approached this question from a 
somewhat different point of view. The difference in the figures 
put forward to them were, they held, due to the diversity of 
opinion of witnesses as to where, in principle, income should 
first be considered taxable. According to some witnesses this 
point was reached immediately after a bare subsistence mini¬ 
mum was secured; another group asserted that it should begin 
only after enough income for the maintenance of health and 
efficiency was allowed for; and still another urged that it 
should begin only above a point which would free not only 
necessaries but also comforts and even some luxuries. Gener¬ 
ally speaking, all who favoured raising the exemption limit 
seemed to set out from one point: a comparison between the 
then existing exemption limit and the relief it afforded the 
taxpayer under post-war conditions, and the old limit (of 
£160) and the relief it used to afford him at pre-war price 
levels, assuming implicitly that the latter limit was ‘carefully 
calculated according to the conditions of 1914b 3 They then 
alluded to the increase of indirect taxation and came to the 
conclusion that the burden of people with incomes just above 
£130 had been aggravated. ‘The truth’, however, the Com¬ 
missioners commented, ‘is that the exemption limit has never 
been based on a figure consciously related to any kind of 
minimum of subsistence.’ 4 The comparison was therefore 
hardly relevant* TW main explanation of the fixing of the 
pre-war limit at £ 160 was to be found in what the Chancellor 
of the Exchequer at the time felt he could afford. Indeed, ‘if 

1 Fifth Instalment , para. 19899, p. 974. 2 Loc. rit. 

3 Report of the Royal Commission on the Income Tax (Cmd. 615 of 1920), pt« iii, 

sec. vi, p. 55. 

4 Loc. cit. 
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our financial condition had warranted it, the exemption 
limit in 1914 might quite possibly have stood at £200 or 
£300 instead of£i6oV 

Further, those witnesses who based their argument for the 
raising of the post-war exemption limit on the foregoing com¬ 
parison, should have borne in mind that the old allowance 
was granted irrespective of the size of the taxpayer’s family— 
a condition which had now been altered. Taxpayers with 
large families were now afforded considerable relief. 

This line of analysis, it may be noted, errs in misinterpret¬ 
ing the comparison which those who advocated the extension 
of exemption limit drew between pre-war and post-war price 
levels and exemption limits. For nothing in the evidence of 
this group of witnesses suggests that they assumed that the 
pre-war limit of £160 was a figure ‘arrived at by scientific 
method’. 2 All that these witnesses were trying to establish 
was the fact that in reducing the limit of exemption from 
£ 160 to £130, the legislature had aggravated the pressure of 
taxation on a certain class of the community, one which was 
least capable of bearing it, particularly since this reduction 
coincided with a spectacular fall in the purchasing power of 
money. 

Notwithstanding this fact, the Royal Commission finally 
recommended the exemption of £150 for single taxpayers, 
and £250 for married couples, with earned, and £135 and 
£225 respectively, with unearned, incomes. These limits of 
exemption, in their view, presented a reasonable compromise 
between administrative convenience and principles of justice 
and ability to pay, without which the tax could not be suc¬ 
cessfully administered. They also recommended that these 
limits should not be made subject to annual revision, but 
should be maintained until a substantial change in the cost of 
living had occurred. Further, contrary to the practice them 
in force, the limit of exemption should not be confined to 
certain sections of lower income groups or take the form of 
abatements decreasing at inverse rate with the size of income. 
It should be one that varied only according to the nature of 
the taxpayer’s income (i.e. earned or unearned) and his 

1 Loc. cit, 2 Loc. cit. 
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marital status, and be granted to all taxpayers. 1 Likewise, the 
Commission saw no justification for confining children’s 
allowance and other family allowances to people with certain 
incomes, and accordingly they recommended ‘that in all 
ranges of income some regard should be had to the taxpayer’s 
marital and family responsibilities’. 2 


11 

The second point in the Commission’s Report which con¬ 
cerns us here was their recommendation on the question of 
graduation. Before discussing this, however, it is necessary 
to point out the great anomaly in the then existing system of 
graduation. This was the sudden rise of tax rate at specific 
points, a practice which reduced the spending capacity of 
taxpayers with incomes just above certain points, as com¬ 
pared with that of others whose incomes did not exceed those 
dividing points. In other words incremental assessment had 
not yet been applied to income-tax although it had been 
adopted for supertax. Thus, to quote an example submitted 
to the Commission by one of the Inland Revenue experts, 
R. V. N. Hopkins, 3 while a man with an earned income of 
£1,501 who would be charged at 4r. 6in the £, would find 
himself, after paying his bill, left with only £1,162. 5 s, 6 d., his 
neighbour with a like income that happened to be just £ 1,500 
would be charged at 35. grf. in the £, and would thus be left 
after paying his tax bill with £1,218. 155. o d. That is to say 
an increase of £1 in the former’s income increased his tax 
liability by £56. gr. 6 d. 

Actually, however, this was not quite the practice then. 

1 Report of the Royal Commission on the Income Tax (Cmd. 615 of 1920), pt. ii, 
see. ii, p. 29. Prof. Edgeworth, it should be added here, was the chief advocate 

—of such a comprehensive extension of the exemption limit. See Evidence, Fourth 
Instalment , paras. 11797 ct seq., p. 583. Similarly, G. O. Parson’ji evidence, 
First Instalment , para. 1575, p. 79. 

2 Report , pt. ii, see. ii, para. 130, p. 29. 

* Second Instalment of Minutes of Evidence , paras. 4018 et scq., pp. 196-7. Cf. 
also appendix no. 49, ‘Memorandum by the Board of Inland Revenue Re¬ 
garding Graduation of the Income Tax with Reference to the Extent of the 
“Zones” to which Particular Rates of Tax Apply* (Cmd. 288-7 of 1920), 
p. 184. 
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Having noticed this unwarrantable state of affairs, the legis¬ 
lators provided that the increase of the former taxpayer’s bill 
over that of the latter should not exceed the actual income 
increment which caused his assessment to be made at the 
higher rate. This meant that instead of leaving him with 
£1,162. 5 s. 6 d. the first taxpayer in our example would be 
left with £1,217. l 5 s * Thus certain margins 1 were specified 
where, although taxpayers in similar positions would be 
charged at higher rates, their spending capacity would not 
fall far below that of those whose incomes did not exceed the 
specified points. According to some experts from Somerset 
House, there were 20,000 taxpayers who benefited from this 
marginal adjustment. 2 

It is important to add that this provision did not remove 
the hardship completely. All it did was to soften the blow by 
prescribing that the increase of the individual’s tax bill in 
such cases should not exceed 100 per cent, of his income incre¬ 
ment, an arrangement which can hardly be described as 
either expedient or just. Moreover, this arrangement was 
intended to remedy the sudden ‘jumps’ in the tax rates; but 
those ‘jumps’, despite this arrangement of marginal zones, 
still existed. After the prescribed zones were passed, the sud¬ 
den increase in tax bill was still left as before. Lastly, in cer¬ 
tain cases of lower income groups, where family allowances 
were applicable, this marginal arrangement was of very 
limited effect; since such allowances would reduce the in¬ 
dividual’s tax bill as a result of reducing his taxable income. 

It would be unnecessarily lengthy to attempt to discuss 
here all the various schemes put forward to the Royal Com¬ 
mission in order to remedy the anomalies just described. A 
more practicable course to follow will be to discuss the pro¬ 
posal suggested by four experts {giving evidence on behalf of 
the Association of Tax Surveying Officers), which after some 
alterations was finally included in the Commission’s recom¬ 
mendations. This was to the effect that taxpayers should be 
allowed three gradually increasing abatements corresponding 

1 See Appendix 3 below. 

1 Seventh Instalment of Minutes of Evidence (Cmd. 288-7 I 9 2 °)> para. 25762, 

p. 1276. 
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with the rise of income, and be charged at three rising rates 
as follows: 


Incomes 

Abatements 

Effective Tax Rates 

£ 

£ 

3 J - 4 ' 1 '- 

140 to 500 

I4O 

501 to 950 

260 

5 s - °d- 

951 to 1,500 

375 

6 s. 0 d. 


This was practically the same system followed in levying the 
supertax; but instead of dividing the taxpayer’s income into 
zones chargeable at different poundages, this method adopted 
the other alternative of varying the abatements and uniform 
poundages. 1 

The objection that has been raised against this suggestion 
was that at the point where personal allowances were to be 
cut off, a sudden increase in the tax rate—similar to the 
jumps’ in the old system was bound to occur. 2 The answer 
was that ‘there must always be a jump in any system where 
you cut off personal allowances’. 3 This seemed to have pre¬ 
sented to the questioner’s mind another suggestion. What if 
allowances were to be extended to all taxpayers? ‘You do not 
think you would be unable to work the tax because of these 
allowances?’ The answer was as follows: ‘No, and of course, 
the higher you make your limit the fewer are the number 
of incomes which will be excluded from those personal 
allowances, and the fewer number that arc excluded in com¬ 
parison to the whole, the less extra difficulty would be in¬ 
volved if you gave it to all of them.’ Hence emerged the 
scheme which the Royal Commission recommended: all 
income-tax payers should enjoy the advantages of a personal 
allowance, which, as it has been said before, was to take the 
form of a subsistence minimum; this and family allowances 
being deducted, taxable income would be ascertained. The 
first £225 should then be charged at 35., and the rest at a 
standard rate of 6j. in the £, until the supertax limit of 
£2,000 was reached. 4 

On the whole, the Commissioners felt that the existing 

1 Seventh Instalment , para. 25772, p. 1277. 2 Ibid., para. 26134, p. 1292. 

3 Loc. cit, 4 Report (Cmd. 615 of 1920), pt. ii, see. ii, pp. 29-31. 
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system of graduating the supertax was fair, but recommended 
that the point at which it was payable should be reduced to 
£2,000. They did consider the possibility of increasing the 
rate of graduation above £8,000, but decided it would not 
be truly to the national advantage. 

The alteration in the system of graduation was thus con¬ 
fined to income-tax payers. Graph A in Appendix No. 4 is 
constructed to illustrate the trend of the graduation curve as 
compared with the system then in force and the scheme 
originally submitted by the representatives of the Association 
of Tax Surveying Officers. Beginning at a slightly higher 
exemption limit in the case of single taxpayers with wholly 
unearned incomes, the new graduation curve rose in an almost 
parallel course, but through lower rates, with the old one, 
until the point of £370 was reached. Here the new curve 
diverged from its course and tended to rise following a 
steeper but smoother and markedly higher course, until the 
limit of £1,500 was reached. It then coincided with the old 
course up to £2,000 where it again diverged from it, gradu¬ 
ally but slowly rising to the point of £2,500. The graph 
rightly gives the impression that the Commission’s scheme 
was intended to avoid the sudden jumps in the old system at 
the expense of taxpayers with incomes between £370 and 
£2,000, whereas under the scheme offered originally by the 
four tax experts the flattening out of those jumps was to be 
effected at the expense of the Treasury. In contrast with this, 
the curve of graduation in respect of the income of a married 
person with three children to maintain was more favourable 
to the taxpayer. As can be seen in Graph A, in addition to 
its smooth rising, the curve followed a markedly lower course 
as compared with that of the then existing system. 

It must be recognized that the Royal Commission of 1919, 
in line with the policy followed by the Select Committee of 
1906, were more interested in the practicability of the scheme 
than in elaborate mathematical ‘elegancies’. Having con¬ 
ceded that the sacrifice demanded from different people was 
not a thing which could be precisely measured or compared, 
they approvingly accepted the more realistic view that the 
‘final decision as to whether two points of income on a curve 
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were psychologically or subjectively in right relation to each 
other still rests upon the common sense and instinctive judge¬ 
ment of the people, and on practical tests*. 1 

iii 

The third point in the Commission’s recommendations 
which bears directly on this inquiry is that of differentiation. 
As early as 1907, the year in which differentiation was intro¬ 
duced, critics recognized one serious flaw in the new Act. 
Taxpayers with partly earned and partly unearned incomes 
were completely excluded from the differential privilege. For 
example, a man with £320, half earned and half unearned, 
who under the then existing system of abatements was en¬ 
titled to a rebate on £ 160 of his income, was granted that; but 
this abatement was regarded as being made on account of the 
earned half of his income. As a result he was charged at full 
rate on the other half. This put him on the same level with a 
man whose whole £320 was derived from property and for 
which he would be entitled to a similar abatement, and 
would be charged in respect of the other half of his income at 
the same rate. 2 This, it may be observed, particularly hit 
smaller mixed incomes, since abatements were only made in 
respect of incomes not exceeding £700. 

Another serious flaw in the differential practice then in 
force arose from the relation which the legislators endeavoured 

1 Sec Report (Cmd. 615 of 1920), p. 30; and cf. for the same views the evidence 
of Sir Josiah Stamp in the Third Instalment of Minutes of Evidence (Cmd. 288-3), 
paras. 9609-12, pp. 463-4; and also that of the representatives of the Associa¬ 
tion of Tax Surveying Officers in the Seventh Instalment (Cmd. 288-7), P ara * 
25755 ( 7 )> P* 1276. The same was also expressed by Mr. R. V. N. Hopkins. 
Sec First Instalment (Cmd. 288-1), para. 213, p. 12. Even Edgeworth, fond of 
mathematics as he was, did not go as far as to say that he could offer a specific 
formula that would precisely correspond with each taxpayer’s sense of sacrifice 
when paying their tax bills: ‘I am rather doubtful about the point at which you 

—should tighten or lighten the tax. Certainly, from mere knowledge of curve s. 
you cannot get any such ethical proposition as that. It must be’, he asserted, 
‘from people who have knowledge of the facts, and make mathematics their 
servant to carry out their ideal. How they would get it, I am sure I do not 
know.’ Fourth Instalment (Cmd. 288-4), P ara * 11815, p. 585. 

2 See a letter to The Economist by Joseph Acland, 7 May 1907, vol. lxv, 
no. 3,324, p. 825. The same was also pointed out before the Royal Commission 
by the four representatives of the Association of Tax Surveying Officers. See the 
Seventh Instalment (Cmd. 288-7 of 1920), para. 25750 (b) > p. 1275. 
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to maintain between the tax rates on earned and unearned 
incomes. As it stood then, the difference between them was 
gd. in the £. Naturally, however, with the gradual rise of tax 
rates this difference or relation between the two rates propor¬ 
tionately decreased, and consequently the relative position 
of taxpayers was changed. This was clearly demonstrated by 
the Royal Commission by means of a table similar to this: 1 


Income (£) 

Tax rate 
{if earned ) 

Tax rale 
{if unearned) 

The difference of 
gd. as proportion 
of the high rate 

130-500 

2 J. 3 d. 

3 s* orf - 

i»h 

501-1,000 

3 J- 0 d. 

3 J * 9 ^- 

l»h 

1,001-1,500 

3 s - 9 ^ 

41. 6 d. 

i'h 

1,501-2,000 

4 s. 6 d . 

¥■ 3 d - 

-Vth 

2,001-2,500 

5 *- 3 d - 

6*. 0 d. 

*th 


Both anomalies could be made good, the Commissioners 
suggested, by altering the method by which differentiation 
was effected. Instead of this system of dual rates they proposed 
the introduction of the other alternative of reducing earned 
income by a certain proportion (which they suggested fixing 
at one-tenth), and taxing it at the same rate applicable to 
unearned incomes. 2 Thus, for instance, a single man with 
£300 from investment and £300 from employment would be 
taxed under their proposed system as follows: 



£ 

S. 

d. 

His actual income is . 

600 

0 

0 

Deduct one-tenth of his earned income 

30 

0 

0 

His assessable income is .... 

570 

0 

0 

He is entitled to a personal allowance of 

135 

0 

0 

His taxable income is therefore .... 
Of this sum the first £225 is to be charged at 35. in 

435 

0 

0 

the £. This amounts to . 

On the rest he is to be charged at a standard rate of 

33 

*5 

0 

6 s. in the This amounts to . 

63 

0 

0 

His tax bill is therefore ..... 

£96. 

15 

0 


1 Cf. Report (Cmd. 615 of 1920), pt. ii, sec. i, para. 108, p. 24. 

1 This was based on a similar plan submitted to the Royal Commission 
by Mr. William Schooling. For details see evidence in the First Instalment 
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Graph B is constructed to illustrate the trend of the 
graduation curve in respect of a single taxpayer with wholly 
earned income under the practice then in force as compared 
with the Commissioners’ proposed scheme, and the scheme 
originally offered to them by the four tax experts. As in the 
case of a single taxpayer with wholly investment income, the 
curves again rise smoothly and gradually; but while the Com¬ 
missioners’ scheme was distinctly higher than the old curve 
between the points £360 and £2,000, the curve in the scheme 
offered by the four tax officials was lower and therefore more 
favourable to the taxpayer. On the other hand, Graph D 
shows the more favourable position of a married man with 
three children to maintain, and wholly earned income, where 
the Commissioners’ proposed curve follows a markedly lower 
rising trend as compared with that of the practice then in 
force. 

A comparison between the Commission’s scheme and the 
practice then in force will be seen in Graph C where the 
positions of single taxpayers with earned, and single taxpayers 
with unearned incomes are illustrated, and in Graph D 
where the positions of married taxpayers with three children 
and wholly earned, and others with wholly unearned in¬ 
comes are shown. The comparison is not without interest. 
The proposed scheme allowed more favourable treatment to 
married taxpayers with three children whether their income 
was wholly earned or unearned. But the case of single tax¬ 
payers was somewhat different. There, a marked rise in the 
case of people with earned as well as with unearned income, 
will be noticed; and only those at the lower end of the curves 
were to benefit from the proposed change, especially in the 
case of unearned incomes. This was precisely what the Royal 
Commission aimed at. The importance of giving increased 
relief to taxpayers with families, and the heavy burd en of 

(Cmd. 288-1 of 1919), paras. 975 et seq., pp. 45-47; and para. 1021, p. 50. 
The Commissioners* decision to adopt this plan, however, it is necessary to add 
here, was not unanimous. For a different point of view see Reservation III, of 
the Commission’s Report, pp. 147-9. This Reservation was signed by J. S. 
Harmood-Banner, Geoffrey Marks, J. Walker Clark, Mrs. Lilian Knowles, and 
Nicholas J. Synnott. For a very brief allusion to this group’s point of view see 
p. 274 below. 
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death-duties, provided in their opinion a ‘good reason for 
diminishing the present differentiation in the case of larger 
incomes, though not to so great an extent as in the case of 
smaller incomes ’. 1 

IV 

Apart from these two anomalies, the system of differentia¬ 
tion was, according to the Commission, broadly satisfactory , 2 
and, to quote an official expert, ‘accorded with public senti¬ 
ment ’. 3 The Commissioners, however, were told of other less 
important complaints. It was said, for instance, that the sys¬ 
tem took no account of interests on savings which were the 
result of laying up part of the individual’s earnings. Such in¬ 
terest was treated as if it were the proceeds of inherited pro¬ 
perty. Further, the differential system treated as unearned 
the income of a company originally private and converted 
later on into one of limited liability, although, as far as the 
managing directors were concerned, the conversion led to no 
significant change in their labour or responsibility. 

Actually neither of these two complaints was seriously 
pressed. The first, it will be noticed, is in fact another form of 
John Stuart Mill’s objection to the taxation of savings which 
was the basis of his opposition to graduation. The answer, of 
course, is that income from past savings is currently received 
by the taxpayer without any exertion on his part. ‘Moreover, 
as a practical question, apart from the merits of the argu¬ 
ment’, as one alert apologist of the existing system added, ‘it 
would be difficult for a taxpayer with a number of invest¬ 
ments to earmark any one of these as being the result of 
savings out of earned income, and quite impossible to check 
his statement .’ 4 Finally, the proceeds of capital originally 
inherited would already have paid more in taxation than the 
proceeds of savings out of earnings, as a result of death-duties , 5 

1 Report (Qm&. 615 of 1920), sec. i, pt. ii, para. no,p.25. 2 Cf.p. 274below. 

3 First Instalment (Cmd. 288-1 of 1919), para. 197, p. 12. 

4 Second Instalment (Cmd, 288-2), para. 4056 (91), p. 199. 

5 Cf. Prof. A. C. Pigou, Essays in Applied Economics (1923), Essay XII, ‘The 
Report of the Royal Commission on the Income Tax’, pp. 131-2. Professor 
Pigou, who was one of the Commissioners, despite his sympathy with the argu¬ 
ment underlying the complaints mentioned above, seems inclined to accept the 
hard-and-ready division between earned and unearned income as it stood then. 
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Nor was the second complaint better founded; since the 
conversion from a private firm into a joint-stock company 
"carries with it the limitation of liability to the actual amount 
of capital at stake in the company ’. 1 The higher rate charge¬ 
able after the conversion is therefore justified by the pro¬ 
prietors* definite gain in risk reduction. 

More serious was the complaint respecting the hardship 
arising from the discrimination against royalties from a 
patentee’s right. A patentee was legally protected for a period 
of fourteen years during which he was entitled to all profits 
arising from the use of his right. But while his income was 
thus only temporary, he was, in contrast with the owner of a 
copyright, taxed as though his income were of a permanent 
nature; he was charged at the higher rate applicable to un¬ 
earned incomes . 2 The Commission, however, rejected the 
complaint. They pointed out that the patentee was in a bet¬ 
ter position than the author. The author was taxed either on 
his royalties (or, if he chose to sell his copyright, on the lump 
sum which he received for it); the patentee, on the other 
hand, paid tax only on his royalties. He was not taxed on a 
lump sum he received for the sale of his patents, for this was 
regarded as capital . 3 

There was one hardship, however, the existence of which 
the Commission had to admit. That was the treatment of all 
Civil List pensions as unearned incomes. They proposed to 
remedy this by extending the definition of "earned income* 
in the Act so as to cover pensions of this kind . 4 

On two other points the Commission generally favoured 
the retention of the law as it then stood. These were (a) the 
limit at which differentiation should cease, and ( b ) the treat¬ 
ment of combined incomes, i.e. those derived from the in- 

1 Second Instalment (Cmd. 288-2), para. 4058 (93), p. 199. Cf. also the evidence 
of Mr. C. Hcwetson Nelson who thought that a reasonable solution could 
perhaps be found in making concession for interest on savings of an earned 
origin under a life-insurance allowance. Fifth Instalment (Cmd. 288-5), para. 
19813 (25 b), P . 971. 

2 Sec the evidence-in-chief put on behalf of the London Chamber of Com¬ 
merce by Sir J. Martin, Third Instalment (Cmd. 288-3), para. 5817 (15), p. 286, 
and paras. 6119 et seq., p. 302. 

3 Report (Cmd. 615 of 1920), pt. ii, para. 119, p. 27. 

4 Ibid., para. 121, p. 27. 
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vestment of capital and employment of personal labour to¬ 
gether such as trade and industrial incomes. 

With regard to the first, various suggestions were made; one 
witness urged that the point at which differentiation should 
cease should be £500. He contended that only people with 
lower incomes who seriously suffered from the high cost of 
living, and therefore only those with earned income within 
this class of taxpayers, should be entitled to a relief. 1 Others 
were in favour of fixing the limit at £1,000, on the ground 
that incomes above this latter point consisted mostly of in¬ 
terest on capital, or were in effect attributable to circum¬ 
stances over which the recipient had no control. 2 On the other 
hand, there were witnesses who urged the further extension 
of the limit up the income scale so as to include higher in¬ 
comes which were purely earned. According to one witness 
higher salaries presented a case in point. 3 4 Finally, there were 
those who argued against any limitation of the differential 
practice. ‘The larger earned incomes’, they asserted, ‘equally 
with the smaller, carry with them the moral obligation of sav¬ 
ing to provide for the education and maintenance of families. 54 

But none of these suggestions seems to have carried much 
weight with the majority who approved the part of the report 
concerned with differentiation. They considered it right that 
differentiation should still cease to operate at a certain point, 
that £2,000 was an appropriate limit for this purpose, and 
that therefore it should be retained. 

As to the other point, that of Schedule D, which presented 

1 See G. O. Parson’s evidence, para. 1676, First Instalment (Cmd. 288-1), 
pp. 83-84. 

1 See the evidence of Mr. A. Ereaut, Third Instalment (Cmd. 288-3), para. 
9779, p. 238. Cf. also the evidence oi Sidney Stanley Dawson, who was with 
another witness representing the Association of Trade Protection Societies. 
It is interesting to note that Dawson’s argument for the reduction of the limit 
at which differentiation should cease was entirely different from the one 
described above. He was one of the few witnesses who opposed the continuation 
of differentiation because it was detrimental to thrift; but should it be continued 
at all ‘it ought not to apply to cases where the total income docs not exceed 
£i,ooo\ See his evidence in the Fifth Instalment (Cmd. 288-5), para. 1 7198 (9) 
(a), p. 835. 

3 Ibid., paras. 19407 et seq., p. 950. 

4 From a Memorandum by Sir Arthur Channel submitted by Mr. A. M. 
Bremer, ibid., para. 15915 (33), p. 792. 

6480 T 
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an awkward border-line case between purely earned and 
purely unearned incomes, once again the argument was re¬ 
stated that such incomes consisted to a not inconsiderable 
extent of the return on capital. Their rough-and-ready in¬ 
clusion in the category of purely earned incomes was there¬ 
fore unsatisfactory. But while admitting the inconsistency of 
treating these incomes as if they were purely earned, the 
Commissioners were not inclined to believe that a differen¬ 
tial system with a triple rate would be workable, and accord¬ 
ingly they recommended the retention of the existing system. 

There was, however, one hardship involved in the system 
to which they drew attention* That was the case of people 
with partly earned and partly unearned incomes totalling 
£2,500 or more, who were excluded from the differential 
privilege. A man, for instance, with £400 earned and £2,100 
investment income, was taxed equally on both at the higher 
rate applicable to unearned incomes. Here the Commis¬ 
sioners suggested ‘that the relief should apply, with that 
limitation (of £2,000 they recommended) to incomes of all 
sizes, but*, they added, this should be restricted ‘for the pur¬ 
poses of Income Tax only, not for Super-tax purposes*. 1 

A small and retrograde minority of the Commission allowed 
themselves to be persuaded by the outworn objections of the 
Gladstonian period, and wanted the abolition of the differen¬ 
tial tax. But they formed an insignificant number and since 
their views were unoriginal they do not warrant further dis¬ 
cussion. 2 

v 

Besides discussing the exemption limit, graduation, and 
differentiation, and other technical questions which do not 
concern our inquiry, the Commission went into the matter 
of wasting assets. In this connexion they raised a point of 
historical interest which we have already discussed. The taxa¬ 
tion of terminable annuities had been a subject of much con¬ 
troversy in the mid-Victorian period. Ever since Hubbard it 
had been maintained that the payment of terminable an¬ 
nuities included both interest and capital, and that only the 


1 Report , para. 113, p. 26. 


1 See p. 269, note 2 above. 
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interest element should be taxed. But the argument had now 
lost its force, and the Commission agreed with the Depart¬ 
mental Committee of 1905, that since such annuities were 
created while the tax was in existence, the contracting parties 
must have taken it into account, and any relief granted to the 
purchaser would only be an unwarrantable bounty. The fact 
that the income-tax was continually rising, which quite 
obviously had changed the annuitant’s position, was dis¬ 
regarded. 1 Instead, it was held that, in view of the relief 
afforded to lower income groups in general, the existing 
system imposed no particular hardship on smaller annuitants. 

VI 

It fell to Austen Chamberlain, the once stalwart champion 
of the proportional tax, to incorporate the findings of the 1919 
Commission in his budget. All their recommendations re¬ 
garding differentiation and graduation were adopted. The 
limit of exemption was raised and family and personal allow¬ 
ances were increased. 

If these changes received such swift acceptance, it was only 
because the way for them had been prepared already by the 
first income-tax with its system of degressive rebates, and 
widened out by a century of controversy. Since then the 
attention of tax experts has shifted from the progressive 
principle to new aspects of the tax system. The attainment 
of a fully progressive tax at rates that would have seemed 
astronomical to the Edwardians has raised new problems. 
In particular, the purely economic question of incentive has 
become most pressing. At this point, then, we can suitably 
end our inquiry. 

1 This fact was explicitly put before the Royal Commission by the represen¬ 
tatives of the Life Offices’ Association. See Fifth Instalment (Cmd. 288-5)* 
para. 165O7, p. 831. 
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Copy of a Circular Issued by the 
Department of Stamps and Taxes 

DRAINAGE ACT 

CIRCULAR TO COLLECTORS 

STAMPS AND TAXES, 

Edinburgh , isl March , 1849 

Sir, 

It is proper that I apprise you, for your information and guid¬ 
ance, that the Board are of opinion, that Parties to whom Ad¬ 
vances have been made under the Drainage Act 9 and 10 Viet, 
cap. 101, arc entitled to claim Deduction of the Property Tax on 
the Rent Charges payable by them. The Board, however, do not 
consider it necessary to offer such Deduction to Parties paying 
those Rent Charges, but that it will be sufficient to allow it when 
claimed. I have also to inform you, that such Parties as claim the 
Deduction due at 10th October last; but which they omitted to 
do at that time, may be allowed to claim it at the 5th April next, 
along with the Deduction clue at the latter date, but always in the 
event only of the parties making the claim. 

When you transmit to me the Half-Yearly Return of the 
Drainage Rent Charges, you will accompany it with a List of 
the Names of the Parties who claimed and received Deduction of 
the Property Tax, stating the Amount of Deduction claimed and 
allowed to each for said Half Year, and you will be allowed Credit 
for the Amount at this Office. 

I am, 

Sir, 

-- Your obedient Servant, 

(Signed) Angus Fletcher — 


(Source: J. G. Hubbard’s private papers. Reproduced by permission.) 
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Facsimile of a Letter from P. Hallett to Professor Jevons 

Dated May, 3 rd, 1874 

/^- J-&4^ssi^ £ 'L* (—■ 

sLJcr&fir 

euCf-^yi-. ySu^.'Z— 




‘If all taxes are ultimately paid out of Income, how is it possible to know whether they be in 
! proportion to it unless income be first defined’ ? (See p. 169 above.) 
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A—Marginal Zones, 8 & 9 Geo. V, c. 40, s. 24 

(1) ‘Where, owing to the fact that the total income of any 
person exceeds a certain limit: 

(a) he is liable to pay income tax or super-tax at a higher 
rate; or 

( b ) he ceases to be entitled to any exemption or abate¬ 
ment; or 

(e) he becomes entitled to reduced exemption or abatement, 
the amount of income tax or super-tax payable by that 
person shall, where necessary, be reduced so as not to 
exceed the sum of the following amounts, that is to say— 
the amount which would have been payable if his income 
had reached, but had not exceeded, that limit; and the 
amount by which his total income exceeds that limit. 

(q) Where income tax is charged at different rates on different 
parts of the total income, the deduction from total income required 
in calculating the maximum tax payable under this system for the 
purpose of bringing the total income down to the limit shall be 
made from, that part of the total income which is taxed at the 
lowest rate/ 

(This was originally the contents of sec. 32, of the Finance Act of 1916, 
6 & 7 Geo. V, c. 24.) 


B—Actual Zones in Force in 1919-20 


Earned Income (jT) 
130- 131 
400- 403 
500- 518 
600- 605 
700- 712 
1,000-1,046 

I > 5°°“ 1 >573 

2,000-2,102 


Unearned Income (£) 
130- 132 
400- 404 
500- 518 
600- 607 

~ 700- 716 - 

1,000-1,048 
1,500-1,576 
2,000-2,107 


(Source: Cmd. 288-7 of 1920, para. 25,779, Annex 2, p. 1278.) 



APPENDIX 4 

Graph A : Read in Conjunction with Table I 

— THE SYSTEM EX1STINC iN 



INCOME IN POUNDS 




INCOME IN POUNDS 


EFFECTIVE RATE IN PENCE 




EFFECTIVE ft ATE IN PENCE 





EFFECTIVE RATE OF TAX IN SHILLINGS. 


Graph D: Read in Conjunction with Table II 

Married couple and three children with income not exceedinq £2000 under the system 
existinq in 1919 and the Royal Commission's proposed scheme 
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Effective rate under 
the then existing 
system 

Effective rate under 
scheme (1) 

Effective rate under 
scheme (2) 

Income 

£ 

Earned 
j. d . 

Unearned 
j. d. 

Earned 
d . 

Unearned 
s. d. 

Earned 
j. d. 

Unearned 

j. </. 

131 

0 2 

0 

2 



• 

** 


>35 

0 3 

0 

4 




• * 


140 

0 4 

0 

5 


• 



0 1 

150 

0 5 

0 

7 





0 3 

160 

0 7 

0 

9 

♦. 



0 2 

0 5 

170 

0 8 

0 

10 


0 

7 

0 4 

0 7 

200 

0 11 

1 

2 

0 9 

1 

0 

0 8 

0 11 

220 

1 0 

1 

4 




0 10 

1 2 

250 

1 2 

1 

7 


' 


1 1 

1 4 

260 




1 2 

1 

6 


1 8 

300 

> 4 

1 

10 




1 4 

320 


. 


1 5 

1 

10 



350 

1 6 

2 

0 




1 6 

1 10 

400 

1 7 

2 

1 

1 8 

• 


1 8 

2 3 

410 

1 8 

2 

3 

2 

2 



440 

1 9 

2 

4 


* 


* * 


450 

1 9 

2 

4 






500 

1 10 

2 

5 

1 10 

2 

5 

2 5 

3 0 

540 

.. 

- 


2 0 

2 

7 



550 

2 5 

3 

1 

• • 





600 

2 6 

3 

1 

2 3 

2 

10 

2 11 

3 ^ 

650 

2 8 

3 

4 


* 




680 




2 6 

3 

1 



700 

28 

3 

4 

.* 



3 3 

3 >° 

720 

.. 



2 7 

3 

2 


• * 

800 

3 0 

3 

9 

2 9 

3 

4 

3 ^ 

4 1 

900 

3 0 

3 

9 

♦ • 



3 9 

4 4 

950 

.. 



3 0 

3 

7 


* * 

1,000 

3 0 

3 

9 

3 * 

3 

9 

3 >> 

4 6 

1,200 



. 

3 6 

4 

t 



1,250 

3 9 I 

4 

6 

** 

* 

* 

4 2 

4 9 

1,500 

3 9 

4 

6 

3 >0 

4 

6 

4 5 

5 0 

1,980 


. 


4 8 

5 

5 

— 4 8 


2,000 - 

2,300 

4 

- 5 


5 1 

5 

10 


2,500 1 

5 3 

6 

0 

5 3 

6 

0 

5 3 

5 8 


Notes: (1) In emulating these rates, halfpennies have been brought to the nearest penny. 

(2) The calculation of the table above is based on data compiled from the following sources: 
(*) Cmd. 288-1 of 1919, appendix no, 2, p. 6 , Table A; <*) Cmd. 288-7 of x 9 * 0 , appendix 
no. 46, p. 181; (r) Cmd. 6x5 of 1920, appendix ii, Table i, p. 174, *nd Table 4. P-/ 7 6 - 

(3) Scheme 1 in the Table above is the one proposed by the four tax experts; Scheme 2 is the 
one proposed by the Royal Commission. 
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Table II— Married Persons with Three Children: Selected 

Cases 



Effective rate under the then 
existing system 

Effective rate under Royal 
Commission' 1 s scheme 

Income 

Earned 


Earned 

Unearned 

£ 

s. d . 



s . d. 

s . rf. 

25O 

0 3 

0 

4 

. . 


300 

0 7 

0 

10 



400 

1 0 

1 

4 

0 4 

0 8 

500 

1 4 

1 

10 

0 10 

1 2 

600 

2 0 

2 

6 

1 2 

1 5 

700 

2 3 

0 

10 

1 9 

2 4 

BOO 

2 7 

3 

3 

2 2 

2 10 

900 

2 11 

3 

8 

2 f> 

3 2 

95° 

2 11 

3 

8 

2 8 

3 4 

1,000 

2 11 

3 

8 

2 10 

3 5 

1,100 

3 9 

4 

f> 

3 * 

3 9 

1,200 

3 9 

4 

6 

3 3 

3 10 

*>250 

3 9 

4 

6 

3 4 

3 

1,300 

3 9 

4 

6 

3 5 

4 0 

1,400 

3 9 

4 

6 

3 7 

4 2 

L 5 °° 

3 9 

4 

6 

3 0 

4 3 

2,000 

4 6 

5 

3 

4 3 

4 9 

2,500 

5 3 

6 

0 

4 4 

5 0 


Notes: 

(1) In calculating these rates halfpennies have been brought to the nearest 
penny. 

(2) The calculation of the table above is based on data compiled from the 
following sources: 

(a) Table II, pp. 190-1, Cmd. 288-2 (of 1919); 

( b ) also appendix 9, ibid., p. 73; 

(c) Table, appendix 2, p. 5, Cmd. 288-1 (of 1919). 
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